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DIRECTOR,  DEFENSE  FINANCE  AND  ACCOUNTING 
SERVICE 

COMMANDER,  JOINT  LOGISTICS  SYSTEMS  CENTER 


SUBJECT:  Audit  Report  on  the  Joint  Logistics  Systems  Center's  Financial  Statements  for 
FY  1993  (Report  No.  94-147) 


We  are  providing  this  report  for  your  information  and  use,  and  for  use  by  Congress. 
Financial  statement  audits  are  required  by  the  Chief  Financial  Officers  Act  of  1990.  We 
reviewed  the  fairness  of  financial  statements  and  the  adequacy  of  internal  controls  and 
compliance  with  laws  and  regulations.  Comments  on  a  draft  of  this  report  were  considered  in 
preparing  die  final  report. 

We  are  disclaiming  an  opinion  on  the  FY  1993  financM  statements  because  the 
accounting  systems  in  place,  as  recognized  by  the  Joint  Logistics  Systems  Center  in  its 
management  rqiresentation  letter,  were  not  adequate  to  provide  the  needed  information  to 
prepare  the  financial  statements.  Additionally,  significant  deficiencies  in  the  mtern^  control 
structure  and  noncompliance  with  required  laws  and  regulations  added  to  our  inability  to 
express  an  opinion.  The  recommendations  in  our  audit  report  addressing  the  Internal 
Management  Control  Program  and  financial  management  procedures  would  also  apply  to  a 
Joint  Logistics  Systems  Center  successor  organization. 

DoD  Directive  7650.3  requires  that  all  audit  recommendations  be  resolved  promptly. 
Therefore,  the  Commander,  Joint  Logistics  Systems  Center,  must  provide  comments  on  the 
unresolved  recommendations  by  August  23,  1994.  Those  comments  should  indicate  either 
concurrence  or  nonconcurrence  with  each  recommendation  addressed  to  you.  If  you  concur, 
describe  the  corrective  actions  taken  or  planned,  the  completion  dates  for  actions  already 
taken,  and  the  estimated  dates  for  completion  of  planned  actions.  If  you  nonconcur,  state  your 
specific  reasons  for  each  nonconcurrence.  If  appropriate,  you  may  propose  alternative 
methods  for  accomplishing  desired  improvements. 

The  courtesies  extended  to  the  audit  staff  are  appreciated.  If  you  have  any  questions 
about  this  audit  report,  please  contact  Mr.  Charles  Hoeger,  Audit  Program  Director,  in  our 
Philadelphia  Office,  at  (215)  737-3881  (DSN  444-3881)  or  Mr.  John  Issel,  Audit  Project 
Manager,  in  our  Columbus  Office,  at  (614)  337-8009.  The  distribution  of  this  report  is  in  Part 
V,  Appendix  B.  The  audit  team  members  are  listed  on  the  inside  back  cover. 

Robert  J.  Lieberman 
Assistant  Inspector  General 
for  Auditing 
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EXECUTIVE  SUMMARY 


Introduction.  The  Chief  Financial  Officers  Act  of  1990  requires  the  annual 
preparation  and  audit  of  financial  statements  for  revolving  fund  activities,  such  as  me 
Joint  Logistics  Systems  Center  (JLSC),  a  corporate  business  area  within  the  Defense 
Business  Operations  Fund.  The  JLSC  was  created  on  February  11,  1992,  to  implement 
integrated  logistics  business  process  improvements  through  management  of  the  design, 
development,  integration,  implementation  and  maintenance  of  the  logistics  a^s  of  the 
corporate  information  management  effort.  The  JLSC  operates  under  the  ai^on^  and 
direction  of  the  Deputy  Under  Secretary  of  Defense  for  Logistics.  In  M^ch  1994,  the 
Deputy  Under  Secretary  of  Defense  for  Logistics  proposed  disestablishing  JLSC  and 
establishing  a  Logistics  Standard  Systems  Joint  Program  Office  to  manage  the  depot 
maintenance  and  materiel  management  programs. 

Objectives,  Scope  and  Methodology.  The  initial  audit  objectives  were  to  determine 
whether  the  FY  1993  financial  statements  for  the  JLSC  were  presented  fairly  in 
accordance  with  generally  accepted  accounting  principles  for  Federal  agencies.  Based 
on  our  survey,  we  concluded  that  we  could  not  provide  an  opinion  on  JLSC  s  financial 
statements  as  a  whole  and  we  revised  our  objectives  to  address  the  reasonableness  of 
JLSC's  property,  plant,  and  equipment  account  and  its  use  of  and  control  oyer 
resources  provided  in  its  capital  and  operating  budgets  and  the  effect  on  the  financial 
statements. 

Our  examination  concentrated  on  the  $266.4  million  reported  for  the  proi^:^,  plant, 
and  equipment  account  because  the  account  represented  99.8  percent  of  JLSC  s  positive 
asset  balances  and  94  percent  of  JLSC's  expended  funds. 

We  also  evaluated  the  adequacy  of  JLSC’s  internal  control  structure,  assess^ 
compliance  with  laws  and  regulations  that  could  have  a  material  effect  on  the  financi^ 
statements,  and  evaluated  the  usefulness  of  the  information  presented  in  the  financial 
statements. 

The  Joint  Logistics  Systems  Center's  FY  1993  financial  statements  were  received  by 
the  Inspector  General,  DoD,  on  March  15,  1994. 

Independent  Auditor's  Opinion.  We  are  disclaiming  an  opinion  on  the  FY  1993 
financial  statements  because  the  accounting  systems  in  place,  as  recognized  by  the  Joint 
Logistics  Systems  Center  in  its  management  representation  letter,  were  not  ad^uate  to 
provide  the  needed  information  to  prepare  the  financial  statements.  A.dditionally, 
significant  deficiencies  in  the  internal  control  structure  and  noncomphance  with 
required  laws  and  regulations  added  to  our  inability  to  express  an  opinion. 

Internal  Controls.  Part  II  contains  our  report  on  internal  controls.  We  identifi^ 
material  internal  control  weaknesses  in  that  controls  were  not  established  to  provide 
reasonable  assurance  that  material  misstatements  in  the  financial  records  and  statements 


would  be  prevented  or  detected  in  a  timely  manner.  Additionally,  JLSC  did  not  ensure 
that  project  expenditures  of  its  funds  by  central  design  activities  were  recorded  in  an 
accurate  and  timely  manner. 

Compliance  With  Laws  and  Regulations.  Part  m  contains  our  report  on  compliance 
with  laws  and  regulations.  The  Joint  Logistics  Systems  Center  was  not  in  compliance 
with  DoD  guidance  on  capitalization  of  assets  and  use  of  operating  budget  funds.  The 
laws  and  regulations  tested  are  listed  in  Part  HI. 

Usefulness  of  the  Financial  Statements.  Because  JLSC  s  fmancial  statements  did  not 
accurately  portray  its  financial  position,  material  inaccuracies  in  financial  data  were 
reported  to  higher  authority  and  the  usefulness  of  the  financial  statements  was  limited. 

Recommendations.  The  draft  audit  report  recommended  that  JLSC  establish  an 
Internal  Management  Control  Program;  capitalize  all  applicable  capital  assets  and 
disclose  the  extent  of  no  cost  usage  for  facilities  and  services;  discontinue  the  use  of 
operating  budget  funds  on  capital  projects;  and  establish  controls  to  ensure  that  ^pital 
expenditures  are  reported  monthly  and  that  yearend  closeout  procedures  are  effective. 

Management  Comments.  JLSC  generally  concurred  with  our  recommendations  and 
stated  that  it  was  working  with  the  Defense  Finance  and  Accounting  Service  to  correct 
deficiencies.  However,  JLSC  did  not  agree  with  the  ne^  to  capitalize  applicable  assets 
in  accordance  with  established  criteria.  The  Defense  Finance  and  Accounting  Service 
comments  were  responsive.  Management  comments  are  included  in  their  entirety  in 
Part  IV  of  this  report. 

Audit  Response.  JLSC’s  comments  to  two  recommendations  were  only  partially 
responsive.  Therefore,  JLSC  is  requested  to  provide  comments  to  the  final  report  by 
August  23,  1994. 
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Independent  Auditor's  Opinion  on  the  Financial  Statements 


Introduction 

The  Joint  Logistics  Systems  Center  (JLSC)  was  created  as  a  corporate  business 
area  of  the  Defense  Business  Operations  Fund  (DBOF)  on  February  11,  1992. 
JLSC's  charter  was  to  coordinate  the  development  of  software  programs  for  the 
areas  of  depot  maintenance  and  supply  management.  Its  mission  entailed  Ae 
achievement  of  corporate  information  management  goals  for  the  DoD  logistics 
business  areas,  that  is,  depot  maintenance  and  supply  management,  by  managing 
the  design,  development,  and  implementation  of  improved  business  systems. 
JLSC  is  located  at  Wright-Patterson  Air  Force  Base,  Dayton,  Ohio,  and  has 
about  250  people  assigned.  Also,  about  70  contractor  personnel  perform  work 
at  JLSC.  In  March  1994,  the  Deputy  Under  Secretary  of  Defense  for  Logistics 
proposed  disestablishing  JLSC  and  establishing  a  Logistics  Standard  Systems 
Joint  Program  Office  to  manage  the  depot  maintenance  and  materiel 
management  programs. 

JLSC  operates  under  the  authority  and  direction  of  the  Deputy  Under  S^retary 
of  Defense  for  Logistics  and  is  provided  technical  and  functional  oversight  by 
the  Assistant  Secretary  of  Defense  (Command,  Control,  Communication,  and 
Inteiligence).  The  Comptroller  of  the  DoD  provides  JLSC  an  annual  operating 
budget  funded  through  the  DBOF  cash  corpus.  The  annual  operating  budget 
includes  both  a  capit^  and  an  operating  budget.  The  capital  budget  is  used  for 
capital  projects,  primarily  for  the  costs  of  systems  development  in  the  depot 
maintenance  and  supply  management  areas.  The  operating  budget  is  intended  to 
cover  the  normal  administration  or  operating  costs  of  the  JLSC.  JLSC  executes 
its  mission  of  systems  development  primarily  by  issuing  reimbursable  orders  to 
DoD  systems  design  centers.  Upon  completion  of  a  functional  program,  the 
capitalized  system  will  be  transferred  to  the  using  DoD  components,  and  costs 
recovered  through  depreciation  charges  to  system  users. 

The  Chief  Financial  Officers  Act  of  1990  (Public  Law  101-576)  requires  an 
annual  audit  of  funds  such  as  the  JLSC.  The  Defense  Finance  and  Accounting 
Service,  Denver  Center,  provides  financial  services  and  prepares  the  financial 
statements  for  JLSC.  The  Defense  Finance  and  Accounting  Service,  Denver 
Center,  relies  on  the  Defense  Accounting  Office  at  Wright-Patterson  Air  Forc» 
Base  for  inputs  to  the  financial  accounting  system.  Personnel  at  JLSC  submit 
accounting  data  to  the  Defense  Accounting  Office,  which  in  turn  performs  the 
financial  system  data  entry,  certifies  funds,  and  processes  collections  and 
payments  on  behalf  of  JLSC.  JLSC's  financial  statements  are  prepwed  by  Ae 
Defense  Finance  and  Accounting  Service,  Denver  Center,  based  on  information 
provided  by  the  Defense  Accounting  Office  and  JLSC.  However,  the  ultimate 
responsibility  for  the  accuracy  of  the  data  in  the  statements  belongs  to  JLSC. 
Our  responsibility  is  to  express  an  opinion  on  those  statements  based  on  our 
examination. 
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Scope  and  Methodology 

We  examined  the  Principal  Statements  and  the  Notes  to  the  Principal  Statements 
of  the  Joint  Logistics  Systems  Center  as  of  and  for  the  year  ended 
September  30,  1993.  The  Principal  Statements  include  the  Statement  of 
Financial  Position,  Statement  of  Operations,  Statement  of  Cash  Flows,  and 
Statement  of  Budget  and  Actual  Expenses.  Also  included  are  the  Footnotes, 
Overview,  and  Supplemental  Information. 

An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  financial  statements,  including  the  accompanying  notes.  An 
audit  also  includes  assessing  the  accounting  principles  used  and  signific^t 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial 
statement  presentation.  Our  audit  included  an  assessment  of  the  reasonableness 
of  JLSC's  financial  data  reflected  in  both  the  FY  1992  and  FY  1993  financial 
statements.  We  evaluated  the  procedures  and  controls  that  JLSC  and  the 
Defense  Finance  and  Accounting  Service,  Denver  Center,  used  to  prepare  the 
FY  1992  financial  statements  because  the  FY  1992  ending  balances  represented 
FY  1993  opening  balances  for  JLSC's  asset,  liability  and  equity  accounts. 
Also,  since  JLSC  was  established  in  FY  1992  and  its  first  full  year  of  operation 
was  FY  1993,  we  concentrated  our  review  on  JLSC's  use  of  and  control  over 
resources  provided  to  it  in  its  capital  and  operating  budgets  and  the  effect  of 
JLSC's  funds  control  procedures  on  its  financial  statements.  We  believe  that 
our  audit  efforts  provide  a  reasonable  basis  for  our  results. 

This  financial  statement  audit  was  made  from  September  1992  Arough 
March  1994.  The  audit  entailed  the  use  of  computer-processed  financial  data 
and  reports.  We  determined  the  reliability  of  the  computer-processed  data  as 
related  to  the  property,  plant,  and  equipment  account.  Organizations  visited  or 
contacted  are  in  Part  V,  Appendix  A. 


Auditing  Standards 

We  conducted  our  audit  in  accordance  with  auditing  standards  issued  by  the 
Comptroller  General  of  the  United  States  as  implemented  by  the  Inspector 
General,  Department  of  Defense,  and  Office  of  Management  and  Budget 
Bulletin  No.  93-06,  "Audit  Requirements  for  Federal  Financial  Statements," 
January  8,  1993.  Those  standards  require  that  we  pl^  and  perform  the  audit  to 
obtain  reasonable  assurance  about  whether  the  Principal  Statements  are  free  of 
material  misstatements. 


Accounting  Principles 

Accounting  principles  are  currently  being  studied  by  the  Federal  Accounting 
Standards  Advisory  Board  (the  Board).  Generally  accepted  accounting 
principles  for  Federal  entities  are  to  be  promulgated  by  the  Comptroller  General 
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of  the  United  States;  the  Director,  Office  of  Management  and  Budget;  and  the 
Department  of  the  Treasury,  based  on  advice  from  the  Board.  In  the  interim. 
Federal  agencies  are  to  follow  the  applicable  accounting  standards  contained  in 
agency  accounting  policy,  procedures  manuals,  and  related  guidance.  The 
summary  of  significant  accounting  policies  included  in  the  Notes  to  the 
Principal  Statements  describes  the  accounting  principles  and  methods  of 
applying  those  principles  that  management  has  concluded  are  the  inost 
appropriate  for  presenting  the  JLSC's  significant  assets,  liabilities,  net  position, 
results  of  operations,  cash  flows,  and  reconciliation  to  the  budget. 


Disclaimer  of  Opinion 

We  are  disclaiming  an  opinion  on  the  FY  1993  financial  statements  because  the 
accounting  systems  in  place,  as  recognized  by  JLSC  in  its  management 
representation  letter,  were  not  adequate  to  provide  the  needed  information  to 
prepare  the  financial  statements.  Additionally,  significant  deficiencies  in  the 
internal  control  structure  and  noncompliance  with  required  laws  and  regulations 
added  to  our  inability  to  express  an  opinion  (See  Parts  n  and  HI  for  details). 


Additional  Information 

We  reviewed  the  financial  information  provided  in  the  Overview  to  the  JLSC's 
FY  1993  financial  statements.  Such  information  has  not  been  audited  by  us; 
accordingly,  we  do  not  express  an  opinion  on  that  information. 

Since  the  inception  of  JLSC  in  FY  1992,  the  Inspector  General,  DoD,  has 
issued  two  financial  related  audits  concerning  JLSC.  The  audits  are  summarized 
below. 

The  Inspector  General,  DoD,  Report  No.  93-134,  "Principal  and  Combining 
Financial  Statements  of  the  Defense  Business  Operations  Fund  -  FY  1992," 
June  30,  1993,  stated  that  the  addition  of  JLSC  to  the  DBOF  was  in  violation  of 
the  National  Defense  Authorization  Act  for  FYs  1992  and  1993.  Section  316  of 
the  Defense  Authorization  Act  prohibits  the  addition  of  other  fonctions, 
activities,  funds,  or  accounts  of  the  DoD  to  the  DBOF.  The  Acting  Chief 
Financial  Officer  of  the  DoD  disagreed  and  stated  that  JLSC  did  not  represent 
new  functions,  activities,  funds,  or  accounts;  but  rather,  was  a  reorganization  of 
activities  already  within  the  DBOF.  The  final  decision  was  to  retain  JLSC  in 
the  DBOF. 

The  Inspector  General,  DoD,  Report  No.  94-132,  "Naval  Design  Activities] 
Management  of  Costs  on  Joint  Logistics  Systems  Center's  Orders," 
June  14,  1994,  reported  that  Navy  design  activities  continued  to  perform  work 
for  customers,  including  JLSC,  that  exceeded  available  customer  funding, 
contrary  to  DoD  and  Navy  regulations.  Design  activities  of  three  major  Navy 
commands  incurred  overruns  of  about  $1.6  million  on  reimbursable  orders 
issued  by  JLSC.  The  Naval  Audit  Service  reported  similar  conditions  at  a 
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number  of  those  activities  in  June  1987  and  again  in  March  1992.  We 
recommended  that  Navy  management  officials  review  cost  oye^n  reports  to 
determine  the  full  extent  of  customer  overruns  at  its  activities  ^d  take 
appropriate  action  against  personnel  in  continued  noncompliance  with  Navy 
direction. 
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Internal  Controls 


Introduction 

We  examined  the  internal  control  structure  of  JLSC  for  the  year  ended 
September  30,  1993.  Management  of  JLSC  is  responsible  for  establishing  ^d 
maintaining  an  internal  control  structure.  In  fulfilling  this  responsibility, 
estimates  and  judgements  by  management  are  required  to  assess  the  expect^ 
benefits  and  related  costs  of  internal  control  structure  policies  and  procedures. 
The  objectives  of  an  internal  control  structure  are  to  provide  management  with 
reasonable,  but  not  absolute,  assurance  that  the  following  are  met. 

o  Transactions  are  properly  recorded  and  accounted  for  to  permit  the 
preparation  of  reliable  financial  statements  and  to  maintain  accountability  over 
assets. 


o  Funds,  property,  and  other  assets  are  safeguarded  against  loss  from 
unauthorized  use  or  disposition. 

o  Transactions,  including  those  related  to  obligations  and  costs,  are 
executed  in  compliance  with  laws  and  regulations  that  could  have  a  direct  and 
material  effect  on  the  consolidating  statements,  and  any  other  laws  and 
regulations  that  the  Office  of  Management  and  Budget,  entity  management,  or 
the  Inspector  General,  Department  of  Defense,  has  identified  as  being 
significant  for  which  compliance  can  be  objectively  measured  and  evaluated. 

o  Data  that  support  reported  performance  measures  are  properly 
recorded  and  accounted  for  to  permit  preparation  of  reliable  and  complete 
performance  information. 

Because  FY  1993  was  JLSC's  first  full  year  of  operation,  performance  measures 
had  not  yet  been  established. 


Objectives 

The  objective  of  the  audit  was  to  determine  whether  material  internal  control 
weaknesses  existed.  Specifically,  we  determined  whether  the  internal  control 
structure  was  established  to  ensure  that  the  financial  statements  were  free  of 
material  misstatements.  We  considered  the  internal  control  structure  in 
determining  audit  procedures  that  were  needed  in  order  to  express  an  opinion  on 
the  financial  statements.  We  reviewed  JLSC's  implementation  of  the  DoD 
Internal  Management  Control  Program.  Our  review  included  an  evduation  of 
JLSC's  policies  and  procedures  for  capitalizing  and  reporting  financial  data  on 
its  property,  plant,  and  equipment  accounts;  compliance  with  applicable  laws 
and  regulations;  and  use  of  funds  provided  in  its  capital  and  operating  budgets. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards  issued  by  the  Comptroller  General  of  the  United  States  as 
implemented  by  the  Inspector  General,  Department  of  Defense,  and  Office  of 
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Management  and  Budget  Bulletin  No.  93-06,  "Audit  Requirements  for  Federal 
Financial  Statements,"  January  8,  1993.  Those  standards  require  that  we  plan 
and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the 
Principal  Statements  are  free  of  material  misstatements. 


Results  of  Audit 

Reportable  Conditions.  Internal  control  weaknesses  existed  that  we  consider 
to  be  material  and  reportable  under  standards  established  by  Office  of 
Management  and  Budget  Bulletin  No.  93-06.  Reportable  conditions  are  matters 
coming  to  our  attention  relating  to  significant  deficiencies  in  the  design  or 
operation  of  the  internal  control  structure  that,  in  our  judgement,  could 
adversely  affect  the  organization's  ability  to  effectively  control  and  manage  its 
resources  and  ensure  reliable  and  accurate  financial  information  to  manage  and 
evaluate  operational  performance.  A  material  weakness  is  a  reportable 
condition  in  which  the  design  or  operation  of  the  internal  control  structure  does 
not  reduce  to  a  relatively  low  level  the  risk  that  errors  or  irregularities  could 
occur.  Such  errors  would  be  in  amounts  that  would  be  material  to  Ae 
statements  being  audited,  or  material  to  a  performance  m^ure  or  aggrejgation 
of  related  performance  measures,  and  not  be  detected  within  a  timely  period  by 
employees  in  the  normal  course  of  performing  their  functions.  Our 
consideration  of  the  internal  control  structure  would  not  necessarily  disclose  all 
matters  in  the  internal  control  structure  that  might  be  reportable  conditions  and 
would  not  necessarily  disclose  all  reportable  conditions  that  are  also  considered 
to  be  material  weaknesses. 

The  JLSC  financial  statements  did  not  accurately  reflect  its  financial  position. 
Specifically,  the  property,  plant,  and  equipment  balance  of  $266.4  million  and 
operating  expenses  of  $29.6  million  for  FY  1993  were  materiaUy  misstated. 
We  attribute  the  inaccuracies  to  the  lack  of  an  effective  internal  control 
program,  as  required  by  DoD  guidance,  and  weaknesses  in  controls  over 
monthly  capital  expense  reporting. 

Internal  Management  Control  Program.  JLSC's  failure  to  establish  an 
internal  management  control  program,  as  required  by  Office  of  Management 
and  Budget  and  DoD  guidance,  contributed  to  the  lack  of  controls  to  ensure 
accurate  and  timely  financial  data.  JLSC  had  not  designated  an  internal 
management  control  coordinator,  identified  assessable  units,  performed  risk 
assessments  of  its  units,  developed  a  management  control  pl^,  conducted 
management  control  reviews,  and  identified  and  taken  corrective  actions  on 
control  weaknesses.  Consequently,  JLSC’s  procedures  did  not  readily  detect 
and  correct  errors  in  its  financial  reports.  We  attribute  the  inaccuracies  to 
noncompliance  with  0MB  and  DoD  guidance  and  nonenforcement  of  JLSC 
guidance. 

Controls  Over  Expense  Reporting.  JLSC  did  not  enforce  its  requirement  that 
expenses  incurred  by  other  activities  on  JLSC  projects  be  promptly  reported. 
JLSC's  "Financial  Management  Procedures  Handbook,"  July  1992,  requires 
that  central  design  activities  performing  work  for  JLSC  report,  in  accordance 
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with  DBOF  revenue  recognition  policies,  on  a  monthly  basis  expenditures  made 
on  behalf  of  JLSC  projects.  The  requirement  for  monthly  reporting  of  expenses 
incurred  is  reiterated  on  each  reimbursable  order  issued  by  JLSC  to  the  design 
activities.  As  a  result  of  inadequate  reporting,  the  JLSC  financial  statements  are 
inaccurate  and  the  usefulness  of  the  statements  is  limited. 

To  illustrate,  JLSC's  Statement  of  Financial  Position  for  FY  1993  reported 
$266.4  million  for  property,  plant,  and  equipment.  Footnote  I  to  the  FY  1993 
Financial  Statements  states  that  the  $266.4  million  consists  of  all  softwpe 
development  costs  incurred  on  JLSC  capital  projects.  The  $266.4  million 
includes  $16.4  million  incurred  in  FY  1992  and  $250  million  incurred  in 
FY  1993.  However,  the  software  development  costs  reported  have  b^n 
significantly  understated.  For  example,  in  response  to  our  inquiries,  64  design 
activities  told  us  that  they  had  incurred  expenses  of  over  $140  million  during 
FY  1992  on  JLSC  projects,  versus  the  $16.4  million  reported  by  JLSC  for 
FY  1992.  We  were  not  able  to  verify  the  extent  of  the  design  activities' 
expenditures  for  FY  1993  because  of  the  time  required  to  verify  expenditures  at 
all  activities  performing  work  for  JLSC  and  the  congr^sionally  mandated 
requirement  to  have  our  report  to  the  DoD  Chief  Financial  Officer  by 
June  30,  1994. 

The  usefulness  of  the  financial  statements  for  comparative  purposes  was  limited 
because  of  the  underreporting  of  software  development  costs,  as  reflected  in  the 
property,  plant,  and  equipment  accounts.  The  FY  1992  statements 
underreported  software  development  costs  by  at  least  $123.6  million 
($140  million  minus  $16.4  million)  and  the  reported  FY  1992  asset  balance  was 
not  corrected  for  the  comparative  financial  statements  prepared  for  FY  1993. 
As  discussed  above,  the  extent  of  underreporting  for  FY  1993  is  uitoown,  but 
we  believe  it  is  also  material  because  JLSC  had  not  established  effective  controls 
for  monthly  expense  reporting  and  yearend  closeout  procedures. 


Management  Comments 

Comments  from  the  JLSC  Acting  Director  of  Resource  Management  to  the  draft 
report  were  responsive.  In  response  to  our  recommendation  to  establish  an 
Internal  Management  Control  Program,  JLSC  concurred  and  stated  that  it  was 
working  with  the  Defense  Finance  and  Accounting  Service  to  establish  an 
intemd  control  program  within  1  year. 

JLSC  nonconcurred  with  our  recommendation  to  establish  controls  to  ensure 
that  expenditures  by  other  activities  on  JLSC  projects  are  reported  monthly  Md 
to  establish  effective  yearend  closeout  procedures  to  ensure  that  all  project 
expenditures  are  accurately  reflected  in  financial  statements.  However,  JLSC 
stated  it  had  sent  numerous  letters  to  both  central  design  activities  and  to  the 
Defense  Finance  and  Accounting  Service  describing  the  requirement  to  capture 
the  costs  as  developments  occur.  JLSC  has  briefed  the  Comptroller  of  the  DoD 
on  that  problem  several  times  and  is  receiving  preliminary  billing 
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information  on  all  bills  processed  through  the  Defense  Finance  and  Accounting 
Service,  Columbus  Center.  Management  comments  are  included  in  their 
entirety  in  Part  IV  of  this  report. 


Audit  Evaluation  of  Management  Comments 

Even  though  JLSC  nonconcurred  with  our  recommendation  the  actions  taken  are 
acceptable  and  meet  the  intent  of  the  recommendation. 
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Part  III  -  CompKance  With  Laws  and 
Regulations 


Compliance  With  Laws  and  Regulations 


Introduction 

We  evaluated  JLSC  for  material  instances  of  noncompliance  with  laws  and 
regulations  for  the  year  ended  September  30,  1993.  Such  tests  are  required  by 
the  Chief  Financial  Officers  Act  of  1990.  The  laws  and  regulations  are  listed 
below. 


Objectives 

The  objective  of  the  audit  was  to  determine  whether  material  instances  of 
noncompliance  with  laws  and  regulations  existed.  Material  instances  of 
noncompliance  are  failures  to  follow  requirements  of,  or  violations  of 
prohibitions  contained  in  laws  and  regulations.  Such  failures  or  violations  are 
those  that  cause  us  to  conclude  that  the  aggregation  of  the  misstatements 
resulting  Irom  those  failures  or  violations  is  material  to  the  Principal 
Statements,  or  those  whose  sensitive  nature  would  cause  them  to  be  perceived  as 
significant  by  otiiers. 

Compliance  with  laws  and  regulations  applicable  to  the  JLSC  is  the 
responsibility  of  JLSC  managers.  To  ensure  that  the  JLSC  Principal  Statements 
were  free  of  material  misstatements,  we  tested  compliance  with  laws  and 
regulations  that  may  directly  affect  the  financial  statements  and  certain  other 
laws  and  regulations  designated  by  the  Office  of  Management  and  Budget  and 
the  DoD.  The  laws  and  regulations  tested  were: 

o  Federal  Managers'  Financial  Integrity  Act  of  1982 

o  Chief  Financial  Officers  Act  of  1990 

o  Office  of  Management  and  Budget  Bulletin  No.  93-02,  "Guidance  on 
Form  and  Content  of  Agency  Financial  Statements,"  October  22,  1992 

o  Office  of  Management  and  Budget  Circular  No.  A-123,  "Internal 
Control  Systems,"  August  4,  1986 

o  "DoD  Guidance  on  Form  and  Content  of  Financial  Statements  for  FY 
1993/FY  1994  Financial  Activity,"  January  12,  1993 

o  DoD  Manual  7220. 9-M,  "DoD  Accounting  Manual,"  October  1983 

o  DoD  Directive  5010.38,  "Internal  Management  Control  Program," 
April  14,  1987 

o  DoD  Directive  7200.1,  "Administrative  Control  of  Appropriations," 
Revised  July  27,  1987 
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As  part  of  our  audit,  we  reviewed  management's  process  for  evaluating  and 
reporting  on  internal  control  and  accounting  systems  as  required  by  the  Federal 
Manager's  Financial  Integrity  Act  (FMFIA)  and  the  DoD  Internal  Management 
Control  Program.  We  also  reviewed  and  tested  the  entity’s  policies, 
procedures,  and  systems  for  documenting  and  supporting  financial,  statistical, 
and  other  information  presented  in  tiie  Overview  to  JI^C's  Principal 
Statements.  However,  our  objective  was  not  to  provide  an  opinion  on  overall 
compliance  with  such  provisions. 

We  conducted  our  audit  in  accordance  with  generally  accepted  Government 
auditing  standards,  issued  by  the  Comptroller  General  of  the  United  States  as 
implemented  by  the  Inspector  General,  Department  of  Defense,  and  Office  of 
Management  and  Budget  Bulletin  No.  93-06,  "Audit  Requirements  for  Federal 
Financial  Statements,"  January  8,  1993.  Those  standards  require  that  we  plan 
and  perform  the  audit  to  obtain  reasonable  assurance  that  the  JLSC  Principal 
Statements  are  free  of  material  misstatements. 


Results  of  Audit 

Our  audit  disclosed  several  instances  of  noncompliance  with  laws  pd 
regulations  that  materially  affected  the  reliability  of  the  JLSC  Principal 
Statements.  In  addition  to  JLSC's  noncompliance  with  Office  of  Management 
and  Budget  and  DoD  requirements  on  establishment  of  an  Internal  Management 
Control  Program,  as  discussed  in  Part  H,  Internal  Controls,  JLSC  was  in 
noncompliance  with  DoD  criteria  on  asset  capitalization  and  use  of  operating 
budget  funds.  Details  on  JLSC's  noncompliance  are  presented  in  the  following 
paragraphs. 

Capitalization  of  Assets.  DoD  criteria  for  capitalizing  assets  is  contained  in 
instructions  issued  by  the  Comptroller  of  the  DoD,  "Capital  Asset  Accounting 
Guidance  for  Defense  Business  Operations  Fund,"  July  21,  1992.  JLSC  did 
not  comply  with  Comptroller  of  the  DoD  guidance  on  capitalization  of  assets. 
The  only  assets  reflected  in  JLSC's  property,  plant,  and  equipment  account 
were  expenditures  made  by  JLSC  from  its  capital  budget  to  reimburse  central 
design  activities  for  development  of  software  programs.  However,  our  review 
of  JLSC's  use  of  its  operating  budget  showed  that  in  FYs  1992  and  1993  about 
$4.7  million  (23  percent)  and  $6.7  million  (18  percent),  respectively,  were 
invested  in  capita  assets  such  as  computers,  work  stations,  and  software 
programs.  The  investments  were  inappropriately  expensed  in  the  fiscal  year 
operations  and  not  reflected  on  the  property,  plant,  and  equipment  account. 
Assets  purchased  in  both  FY  1992  and  FY  1993  met  the  criteria  for 
capitalization. 

After  we  discussed  the  noncapitalization  of  assets  with  JLSC's  management,  it 
acknowledged  the  following  in  the  Management  Representation  Letter 
accompanying  the  FY  1993  financial  statements. 
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In  retrospect,  its  equipment  items  with  values  greater  than  $25,000 
probably  should  have  been  capitalized  and  appropriately  depreciated 
over  five  years.  We  believe,  however,  that  the  amounts  were 
immaterial  enough  in  relationship  to  our  capital  program  that  they 
could  just  as  easily  be  expensed  in  both  FY  1992  and  FY  1993.  hi 
contrast,  all  of  our  (capitd  program)  system  developments,  including 
the  aforementioned  equipment  items  which  were  expensed,  will  be 
capitalized  by  the  components  when  deployed  and  depreciated  over  a 
useful  life  of  five  years. 

While  management's  acknowledgment  of  its  failure  to  appropriately  capitalize 
assets  is  a  step  in  the  right  direction,  action  should  still  be  t^en  to  capitalize 
assets  in  accordance  with  guidance.  Additionally,  the  guidance  for  FY  1993 
and  prior  years  required  the  capitalization  of  assets  valued  at  over  $15,000  with 
a  2-year  useful  life,  rather  than  $25,000  as  stated  above. 

The  Comptroller  of  the  DoD  guidance  also  requires  that  DBOF  activities 
capitalize  and  reflect  on  financial  statements  the  value  of  real  property  assets  for 
which  they  can  substantiate  preponderant  use  in  the  production  of  goods  or 
services  for  its  customers.  The  Air  Force  provided  the  JLSC,  at  no  cost, 
substantial  facilities  and  numerous  services,  such  as  contracting  services.  The 
use  of  Air  Force  facilities  and  services  should,  at  a  minimum,  be  disclosed  in 
footnotes  to  the  financial  statements,  to  enable  users  of  the  statements  to  assess 
the  effect  of  the  free  services  on  JLSC  operations. 

Use  of  Operating  Funds  on  Capital  Projects.  JLSC  also  did  not  comply  with 
Comptroller  of  the  DoD  guidance  on  the  use  of  operating  budget  funds.  The 
Comptroller  directed  that  all  capital  projects  be  funded  through  the  capital 
budget  provided  to  JLSC.  However,  about  $820,000  in  FY  1993  operating 
funds  were  used  for  several  capital  projects,  not  capitalized,  and  inappropriately 
expensed  in  current  year  operations.  For  example,  JLSC  approved  the 
expenditure  of  about  $300,000  to  a  contractor  for  an  assessment  of  candidate 
ammunition  and  logistics  management  systems  in  support  of  the  DoD 
Ammunition  Migration  System.  The  Ammunition  Migration  System  is  an 
approved  capital  budget  project  funded  at  $16.1  million  in  the  capital  budget. 

Comptroller  of  the  DoD  procedures  provide  for  project  costs  being  capitalized 
at  completion,  transferred  to  the  using  DoD  Components,  and  recovered  by  the 
DBOF  by  charging  the  ultimate  users  for  depreciation  of  the  project.  As  such, 
it  is  essential  that  JLSC  maintains  an  accurate  accounting  of  costs  of  individual 
projects  and  uses  only  appropriate  funds. 


Management  Comments 

The  Defense  Finance  and  Accounting  Service's  comments  were  responsive. 
However,  JLSC's  comments  were  only  partially  responsive.  The  comments  are 
summarized  below  and  included  in  their  entirety  in  Part  IV  of  this  report. 
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JLSC  nonconcurred  with  our  recommendation  to  capitalize  all  applicable  capital 
assets  in  accordance  with  established  criteria,  and  stated  that  it  was  cognizant  of 
the  DoD  accounting  policy  for  capital  assets.  It  was  given  operating  budget 
funds  for  equipment  purchases  and  believed  that  any  costs  benefiting  only  JLSC 
would  be  funded  from  die  operating  budget  and  therefore,  expensed.  JLSC 
believed  that  treating  equipment  as  capital  assets  would  result  in  double 
expensing  of  equipment  depreciation  by  both  the  JLSC  and  the  DoD 
Components. 

JLSC  concurred  with  our  recommendation  to  disclose  the  extent  of  no-cost 
usage  for  facilities  and  services,  and  stated  that  in  future  years,  financial 
statement  footnotes  would  disclose  that  information. 

JLSC  concurred  with  the  recommendation  to  discontinue  the  use  of  operating 
budget  funds  on  capital  projects  and  to  ensure  that  costs  incurred  in  the  past  are 
appropriately  included  in  the  capital  project  costs. 

JLSC  disagreed  with  our  recommendation  to  revise  the  FY  1993  Financial 
Statements  to  show  the  effect  of  capitalizing  assets  and,  at  a  minimum,  disclose 
in  the  footnotes  to  the  revised  statements  the  problems  identified  by  the  audit.  It 
stated  that  the  $10  million  in  asset  acquisitions  was  minimal  in  relation  to 
JLSC's  total  budget;  therefore,  it  did  not  believe  that  restating  the  financial 
statements  was  warranted.  The  Defense  Finance  and  Accounting  Service 
responded  that  it  concurred,  in  principle;  but  that  because  neither  the  audit 
report  nor  management  response  to  the  audit  was  finalized  before  publication  of 
the  FY  1993  financial  statements,  disclosure  of  the  problems  identified  by  the 
audit  could  not  be  included.  Any  changes  agreed  to  by  JLSC  will  be 
incorporated  in  the  FY  1994  statements. 


Audit  Evaluation  of  Management  Comments 

The  issue  of  whether  a  capital  asset  is  purchased  with  operating  budget  funds  or 
capital  budget  funds  is  not  germane  to  the  issue  of  capitalizing  assets  that  meet 
the  DoD  criteria  for  capitalization.  JLSC's  capital  assets  provide  benefits  over 
more  than  a  2-year  period.  Therefore,  to  aisure  that  appropriate  costs  of 
systems  development  are  transferred  to  the  DoD  Components  and  ultimately 
recovered  by  the  component  through  charges  to  systems  users,  the  assets  should 
be  capitalized  in  accordance  with  DoD  guidance  and  generally  accepted 
accounting  principles. 

Although  JLSC  concurred  with  the  recommendation  on  discontinmng  the  use  of 
operating  budget  funds  on  capital  projects  and  ensuring  that  costs  incurred  in  the 
past  are  appropriately  included  in  the  capital  project  costs,  it  did  not  provide 
comments  on  the  actions  that  have  or  will  be  taken  and  the  date  of 
implementation  of  the  corrective  actions.  We  request  that  JLSC  provide  its 
planned  actions  and  implementation  dates. 
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The  Defense  Finance  and  Accounting  Service  and  JLSC  response  on  disclosing 
the  problems  identified  by  the  audit  and  the  extent  of  no-cost  usage  of  facilities 
and  services  in  the  FY  1994  financial  statements  rather  than  revising  the 
FY  1993  statements  is  acceptable  because  the  FY  1993  statements  have  already 
been  published.  We  request  that  JLSC  reconsider  its  comments  to  capitalizing 
applicable  assets  in  accordance  with  DoD  guidance. 
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foint  Logistics  Systems  Center  Comments 


JOINT  LOGISTICS  SYSTEMS  CENTER 
WRIGHT-PATTERSON  AIR  FORCE  BASE,  OHIO  45433 


MEMORANDUM  FOR  DOD-IG/AIG  (MR  TERRY  ROHR)  ^  I 

555  OFHCENTER  PLACE,  SUITE  115  * 

GAHANNA  OH  43230-5337 


FROM:  JLSC/RM 
Building  15 

1864  Fourth  Street,  Suite  1 
Wright-Patterson  AFB  OH  45433-7131 

SUBJECT:  Draft  Audit  Report  on  the  Joint  Logistics  Systems  Center's  (JLSC)  Financial 

Statements  for  FY93  (Project  No.  2LD-2021)  -  INFORMATION  MEMORANDUM 


1.  We  have  reviewed  your  proposed  audit  report  and  have  the  following  responses  to  your 
recommendations: 

a.  Recommendation:  JLSC  establish  an  Internal  Management  Control  Program. 

Concur:  In  our  first  two  years  of  operation,  we  immediately  ”hit  the  ground  running"  and 
have  not  yet  implemented  all  necessary  financial  programs,  including  those  relating  to  the  Federal 
Managers  Financial  Integrity  Act  of  1982.  We  are  currently  working  with  DFAS  to  establish  an 
internal  control  program.  We  believe,  however,  to  meet  this  requirement,  it  may  require  an 
increase  in  JLSC  manning  or  require  sendees  fiom  DFAS  at  a  negotiated  cost  to  us.  With  the 
proper  manning,  we  believe  we  could  have  a  sound,  internal  management  control  program 
implemented  within  one  years  time. 

b.  Recommendation:  JLSC  should  capitalize  all  applicable  capital  assets  in  accordance 
with  established  criteria. 

Nonconcur:  We  arc  cognizant  of  DBOF  accounting  policy,  July  1992,  and  fully 
understand  that  all  capital  assets  acquired  or  developed  with  usefiil  life  of  two  years  or  more, 
capital  value  in  excess  of  $15,000  ($25,000  in  FY94),  and  budgeted  for  in  the  capital  budget 
should  be  appropriately  depreciated  rather  than  expensed.  JLSC,  however,  was  given  operating 
budget  for  equipment  and  not  capital.  We  have  always  operated  with  the  belief  that  any  costs 
benefiting  only  JLSC  would  be  funded  from  the  operating  budget  and  accordingly  expensed. 
(Ultimately,  when  our  developed  AIS  systems  are  fielded  all  development  costs,  including  JLSC 
operating  costs,  will  be  depreciated  by  the  receiving  Component.)  We  believe  that  our  treating  of 
equipment  as  capital  assets  may  result  in  double  expensing  of  equipment  depreciation  by  both  the 
JLSC  as  well  as  the  Components.  This  is  a  subset  of  our  questions  concerning  depreciation  of 
AIS  within  DBOF,  we  have  forwarded  that  to  DOD(C).  We  have  not  received  responses 
regarding  these  concerns. 
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Wc  made  a  conscious  decision  with  the  approval  of  DOD(C)  to  treat  our  relatively  small 
equipment  purchases  as  part  of  operations  and  accordingly  expensed  for  operations.  Wc  believe 
this  to  be  appropriate,  in  keeping  with  the  accounting  principle  of  materiality.  Our  equipment 
acquisitions  over  two  years  represents  about  $10  million  in  relation  to  a  total  budget  over  that 
period  of  $600  million,  or  less  than  2%.  Because  of  the  relatively  small  amount  and  impact  on 
our  financial  statements,  wc  do  not  believe  that  restating  our  prior  financial  statements  are 
warranted. 

c.  Recommendation:  JLSC  should  disclose  the  extent  of  no  cost  usage  for  facilities  and 
services. 

Concur:  For  future  years,  wc  will  provide  footnotes  to  explain  that  wc  arc  given  use  of  an 
Air  Force  facility  at  Wright-Patterson  AFB,  having  only  to  cover  Base  Operating  Support  costs. 

d.  Recommendation:  Discontinue  the  use  of  operating  budget  funds  on  capital  projects 
and  ensure  costs  incurred  in  the  past  are  appropriately  included  in  the  capital  project  costs. 

Concur. 

e.  Recommendation:  Establish  controls  to  ensure  expenditures  by  other  activities  on  its 
projects  are  reported  monthly  and  establish  effective  year-end  dose-out  procedures  to  ensure  all 
project  expenditures  are  accurately  reflected  in  flnancial  statements. 

Nonconcur:  JLSC  has  sent  numerous  letters  to  both  the  developing  activities  and  DFAS 
describing  the  requirement  to  capture  incurred  costs  (billings)  as  development  takes  place 
(attachment).  We  have  also  briefed  DOD(C),  including  Mr.  Keavy,  Ouef  Finandal  Officer,  on 
the  issue  several  times.  This  is  cuirentiy  a  DFAS  Issue,  orify  recently  has  DFAS-Columbus  agreed 
to  send  us  preliminary  bills.  In  the  last  two  months  we  have  made  great  progress  and  arc  now 
getting  preliminary  billings  information  on  all  bills  processed  through  DFAS-Columbus  (about 
70%  of  our  funds).  For  projects  bMcd  through  other  DFAS  sites,  we  have  not  yet  determined  a 
conclusive  resolution.  With  DFAS  as  the  lead  on  this  problem,  wc  hope  to  come  to  closure  on 
tWs  issue  within  the  next  fiscal  year.  Finally,  during  preparation  of  the  Fy93  Financial 
Statements,  wc  worked  with  DFAS-Denver  to  establish  procedures  to  enwre  inclusion  of  aU 
project  expenditures  at  year-end  by  way  of  an  estimated  accrual  for  any  billings  which  had  not  yet 
cleared  through  DFAS-Denver. 

2.  Our  point  of  contact  is  Dennis  Kahn,  JLSC/RMF,  DSN  785-0405. 


SHERRY  PARTEE 
Acting  Director 
Resource  Management 


Attachment 

Letters  to  JLSC  MIPR  Recipients 
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(Accounting) 


DEFENSE  FINANCE  AND  ACCOUNTING  SERVICE 
WASHINGTON.  DC  20376-5001 


SEP  2  9  1993 


MEMORANDUM  FOR  DISTRIBUTION 


SUBJECT:  Joint  Logistic!  Syatan  Canter  (JLSC)  Capital  Budget 
MIFR  Billings 


By  offics  of  the  secretary  ot  ®»**"*® 

information  system  and  business  process  initiatives  for  supply 

management  and  depot  Ir^to 

related  to  Computer  Aided  Acquisition  Logistics  Support,  are  to 

be  funded  through  the  Capital  Budget  of  the  JLSC. 

To  maintain  program  execution 
separate  sub-accounts  for  each  line  item  ^*'  ^*’* 
and  accumulate  costs  by  budget  line  item  and  project.  JLSC  i 
currently  experiencing  unacceptable  delays  ^ 

information  when  MIPR  billings  ere  ivities  bill 

disbursing  procedures.  JLSC  has  requested  that  activities  niii 

them  for  all  costs  incurred  by  SF  1080  procedure. 

Although  we  cannot  mandate  the  use  of  f®®®  P^®®®f“^®*' 
propose  use  of  an  alternative  method.  For  activities  using 
cross-disbursing  procedures,  we  H*ta  is 

forwarded  to  JLSC.  Under  this  arrangement,  t^ely  ®®»^,5*~ovide 
provided  to  JLSC.  The  pre-billings,  as  a  minimum,  should  pro  i 
details  on  the  deliverables  being  billed. 

Mr.  David  Hoy  is  my  point  of  project,  and 

can  be  reached  at  DSN  327-M48  or  (703^. 60^1548, 


Deputy  Director  for  Accounting 
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0 1  a 


FROM:  JLSC/RM 

1864  Founh  Street,  Suite  1 
Wright'Patterson  AFB  OH  45433-713 1 

SUB  J:  Billing  of  Fy93  Costs  Incurred  on  JLSC  Capital  Budget  Military  Interdepartmental 
Purchase  Requests  (MIPRs) 

TO:  Distribution  List 

1.  In  our  7  Jul  9Z  and  8  Sep  92  letters  to  you.  we  noted  that  we  had  received  no  billings  on 
MIPRs  issued  by  JLSC  for  Automated  Information  Systems  (AIS)  projectt  under  our  purview. 
While  we  did  receive  billings  from  most  of  your  activities  after  our  8  Sep  92  letter,  we  have  not 
received  any  billings  for  costs  incurred  in  1^93.  The  21  Jan  92  OOD(C}  Revenue  Reception 
policy  letter  (attached)  states  “The  percentage  of  completion  method  of  revenue  recognition  shall 
be  used  for  all  end-product  type  orders  that  are  expected  to  be  completed  in  a  fiscal  year  other 
than  the  fiscal  year  in  which  the  order  is  started.*  Further,  the  customer  fiinding  theordw  (in  this 
case,  the  JLSC)  shafi  be  billed  for  revenue  recognized  at  the  end  of  each  quaner  at  a  minimum. 

2.  It  is  impdative  that  these  billings  be  received  in  order  to  ensure  that  earnings  ate  properly 
credited  to  your  organization.  A  lack  ofrecorded  earnings  gives  the  tmprearion  that  no  progress 

is  being  made  in  the  development  and  implementation  of  Logistics  CIM  projects.  It  wU  be  very 
diiScutt  to  defend  fitture  capital  investment  requirements  in  budget  preparation  dtiUs  If  we  cannot 
show  execution  of  current  programs. 

3.  On  MEPRs  where  effort  has  continued  in  FY93.  we  encourage  you  to  submit  SF  1080  billing 
and  supporting  cost  and  production  reports  to  the  JLSC  for  costs  incurre^revenue  recognized  m 
FY93  by  23  Jul  93  and  to  continue  to  submit  billings  on  a  quanetiy  basis  in  the  future.  Cost  aira 
production  reports  are  required  in  order  for  the  JLSC  to  properly  accumuhtte  ail  develop^tal 
costs  for  eventual  depredation.  If  work  on  these  projects  was  completed  in  FY92,  we  need  to  e 
apprised  of  this  so  that  MIPRs  can  be  amended  and  closed  out 

4  We  stand  ready  to  answer  questions  on  this  matter  and  appreciate  your  immediate  attention 
Our  point  of  contact  for  this  is  either  Tim  Brown  or  Dennis  Kahn.  JLSC/RMF,  DSN  785-035  . 


1  Atch 

DALE  L  .-RICE  DOD(C)  Ltr.  21  Jan  92 

Depur/  director 
K'esourcs  Management 


OFFICI.'U.FILE  COPY/RKff/TBio\vn/303iO/l8  Jun  i)3/eak/ren'pe<124Jun:jaf('RMch.ine«i/C  timrinprbiltl 
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JOINT  LOGISTICS  SYSTEMS  CENTER 

WAtOHT'PATTERSON  AIR  PORCC  BASE  OHIO 


15  JUN  1993 


FROM:  JLSC/cc 

1864  Founh  Street,  Suite  I 
Wright-Patterson  AFB  OH  45433-7131 

SUBJ:  JLSC  Capital  Budget  MIPR  Billings 

TO;  Director,  Defense  Finance  and  Accounting  Service 

1931  Jefferson  Davis  Hwy,  Room  400 
Arlington  VA  22240-2000 

I  I  am  writing  to  ask  your  assistance  in  resolving  a  situation  which  is  of  utmost  concern  to  the 
Joint  Logistics  Systems  Center.  Soon  after  the  JLSC  was  deployed  in  March  1992,  we  began 
issuing  reimbursable  MlPRs  on  automated  information  system  capital  projects  under  our  purview. 
Reimbursable  MIPRs  were  issued  per  the  OSD(C)  Ltr*  1  Apr  92  (attached).  This  letter  requires  us 
to  maintain  separate  sub-accounts  for  each  line  item  in  the  Capital  Budget  and  to  accumulate  costs 
by  budget  line  item  and  project  The  letter  fipther  requires  the  Components  to  bill  the  JLSC  for  * 
authorued  cosu  incurred  in  accordance  with  DOD  revenue  recognidon  policies. 

Z  In  two  subsequent  JLSC  letters,  dated  7  Jul  92  and  8  Sep  92,  we  requested  that  the  Components 
submit  SF 1080  billings  to  the  JLSC;  we  also  have  made  this  one  the  requirements  for  accept 
tance  of  our  capital  MIPRs.  It  is  imperative  that  the  Components  submit  to  us  their  billings,  along 
with  cost  and  production  reports,  so  that  the  JLSC  can  properly  accumulate  ail  deveiopmental  costs 
by  project  for  eventual  depreciation.  In  spite  of  our  requests,  the  majority  of  our  billing  to  date 
have  been  through  *crossslisbursing"  on  "by-other*  cycles.  To  date,  of  the  SI  15M  in  billings 
received,  S66M,  or  57%  have  been  transmitted  in  this  manner.  This  situation  is  unacceptable 
because  it  ddays  recording  of  project  development  costs  into  work-in-process  sub-accounts.  It 
also  delays  visibility  to  program  execution  and  allows  no  review  by  JLSC  prior  to  payment 

3.  We  request  your  influence  and  support  in  encouraging  the  Components  to  submit  billings 
directly  to  us  instead  of  "cross-disbur^g"  of  our  fUnds.  Our  point  of  contact  for  this  is 
rmiBrown,  JLSORMF,  DSN  785-3030. 


WOKMINCTON 
Brig  Gen*  USAf 
Conoender 


1  Atch 

OSD(C)  Ltr,l  Apr92 
bee:  H«j  6v\^s 
on 

ZOSoHeet 
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FROM:  JLSGRM 


0  •  Sf P  1992 


SUBJ:  Billing  of  FY  92  Incsimed  Costs 
TO:  MIPR  Recipient 

L  During  the  meeting  held  In  Washington  on  24  Apr  ^2,  it  was  agreed  by  all  components 
that  they  would  prepare  SF 1080  billings  to  cover  costs  iitaiired  for  the  period  1  Oct  92 
throughJO  Apr  92  to  comply  with  the  guidance  on  revenue  recognidon.  In  our 
subsequent  7  Jul  92  letter  to  you,  we  noted  that  we  had  received  no  billings  to  date.  In  an 
aneinpt  to  darify  ai^  concision  you  may  be  experiencing  with  the  financial  procedures 
prescribed,  we  oiclosed  a  package  containing  the  most  pertinent  guidance  on  this  process. 
As  of  this  date,  we  have  not  received  the  biiliisgs  requested  fisr  the  time  period  above  nor 
have  we  received  any  billings  for  the  thhdquarterfitffiuida  sent  to  you  on  reimbuisable 
MlPRs.  Fiffanetftt  fnmagffnefit  gitirfatm  the  OSD  Compnoller  states  that  at  a 

minimum  the  customer,  wluch  is  JLSC,  shall  be  billed  and  revenue  recognized  at  the  end 
of  each  fiscal  year  quarter. 

1  As  you  know,  a  lack  ofreeordedeanoHSS  gives  the  impiessionihat  no  progress  has 
been  miufo  m  dm  implemeotidon  of  dm  logisda  CIM  {no0»ms.  Therefore,  we  must  hsve 

infoimatton  on  your  obl^attoos  and  expenditures  in  order  to  assms  the 

status  of  these  ptogtamd).  fo  addition,  please  indicate  dm  eppropri^m^^ 
have  accepted  the  DBOFfonding;e.g.»OfthiReinifaursahle,  Industrial  Fund,  etc.  Hds 
datatsduaroiisbylSSep92inthefonnatattacbedtothisletter.  Any  component  whid 
has  obfigational  ainhoiity  on  a  JLSC  MIFR  is  subject  to  having  dm  authority  withdrawn  if 
dusinfoimationisnot  provided  by  the  date  requested. 

3.  Thb  document  does  not  replace  dm  recuning  requirement  for  SF  1080  billings  as 
IQ  the 

SIGNED 

DALEL-PRICE  lAtch 

Deputy  Director  Format 

Resoum  Management 
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JOINT  LOGISTICS  SYSTEMS  CENTER 

iMiiaHt.^*mMOM  m  nmct  (mi.  owo  <wa 


7  ^  f 


BUling  of  FY92  locuntd  Costs 


MIFRRecspictt 

1.  InthBraeBcingliddittWathlngronooZ4Apr92»itiwtt«greedbyilicompoocmithatSF  1080 
InUingt  would  be  ptepand  by  the  compoocnis  oovchag  cQsis  incanod  &r  the  period  I  Oct  92 
through  30  Apr  92  and  lubmitted  to  Jl£C  for  levenue  reoognitioQ.  Asoftfaudatewehxveiiac 
nodvodthi  biUingt.  ft  kimportaiic  that  these  faUliogs  be  xeeorded  is  onier  to  easure  that  your 
eanimgs  are  ptopetlyciQditBd  this  fiscal  year.  AladtoftecordedeaimngsgivestheuiiprBsstoo 
that  ire  ptogim  baa  been  inadeiaimpleineBtadda  of  tluLogisiicsCIMpspjeet^  Itwiilbevay 
dtfScuit  to  defiad  proposed  capital  mvcracotprogreinsia  the  upoomtog  budgapiepantftoadriU 
if  iwcaa  tret  shore  fill!  execution  of  cumct  year  progtaina. 

2»  We  are  eeoeereed  that  thftstiuattoo  may  fcfieetcoofiisioa  over  the  prescribed  fiaaodai 
proocdufcs.  WefiiUyrooogeixetheiiifficaUieiuivoivediaiapidiznpieareDtatunofsucb 
CQoipicbcnimfiDaa^cbaDgee  in  she  way  ree  do  business.  AttaAed  is  a  package  contaiaiag 
copies  offire  area  penmemguidaabegovenitng  the  p^^  We  saaditady  to  answer  qoesdeos 
orasstftfflaayreaywicaa. 

3.  We  appweiare  your  giving  this  tnaaeryoorfijtt  and  inuTirritafeatteBtto 


DALE  L.  PRICE 
Deputy  Director 

Resouwe  Management  Dlrectoate 


3Atch 

L  lApr92DoD(Qlcr 

2.  21Jaa92DoO(C)lCrw/itdi 

3.  llMay92ASD(PiUyLS)ltr 
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JOINT  LOGISTICS  SYSTEMS  CENTER 

MICNT'PMTasON  AIR  FORCE  EASE,  ORIO  AS413 


15  iilAS  1394 


MEMORANDUM  FOR  DFAS  (MR.  D  AVTO  MOY) 

THRU:  ADUSD(LBS&TD)  (MS.  MARY  ELLEN  BEATTIE) 

FROM:  JLSC/  Building  IS 

1864  Fourth  Street,  Suite  1 
Wright-Pattcrson  AFB  OH  45433-713 1 

SUBJECT:  Joint  Logistics  Systems  Center  (JLSC)  Capital  Budget  MIPR  Billings 
(Your  Memo,  29  Sep  93)  -  ACTION  MEMORANDUM 


1 .  The  JLSC  continues  to  experience  unacceptable  delays  in  obtaining  status  information  when  MIPR 
billings  flow  through  the  cross-disbursement  process.  This  issue  was  briefed  to  Mr.  Richard  Keevey, 
Principal  Deputy,  DOD  Comptroller,  as  part  of  the  JLSC  execution  review,  1  Mar  94. 

2.  In  your  memorandum,  you  proposed  the  paying  and  collecting  offices  for  the  JLSC  development  sites 
send  the  JLSC  SF 1080  billmgs  directly  instead  of  using  the  cross-disbursing  process.  You  suggested 
further,  that  for  those  who  were  unable  to  comply,  the  JLSC  should,  at  a  m^iimuni,  be  sent  a  pre-biiUng 
before  disbursement  takes  place.  We  are  only  receiving  about  5%  of  our  billings  directly,  and  are  not 
receiving  any  pre-billings  for  those  processed  through  cross-disbursing. 

3.  We  ask  that  you  request  all  of  our  development  sites*  paying  and  collecting  offices  to  send  us  a  copy 
of  the  billing  when  cross-disbursements  take  place.  In  this  manner,  we  will  be  able  to  record  the  current 
cost  billed  against  each  project,  while  not  causing  any  excessive  workload  at  the  various  accounting 
offices  involved. 

4.  Thank  you  for  your  cooperation.  Our  point  of  contact  is  Dennis  Kahn,  JLSC/RMF,  DSN  785-0405, 


JOHN  R.  ”  .  ....‘eu.JN 

BrigGtn 

Ccmmanijer 


Attachment 

DFAS  Memo,  29  Sep  93 


ORIGINATOR  FOB  OOiV/RMF/D  Kahn/23  Feb  94/ljb/f:bUls294 
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COMITROLLER  Or  THE  DCTARTMENT  OF  oeFENSC 
WASHrNOTOH.  DC  20101*1100 


JAN  2  1  092 


MEMORANDOM  POR  assistant  secretary  or  THE  ARMY  (FINANCIAL 
MANAGEMENT) 

ASSISTANT  SECRETARY  OF  THE  NAVY  (FINANCIAL 
MANAGEMENT) 

ASSISTANT  SECRETARY  OF  THE  AIR  FORCE  (FINANCIAL 
KANACCKENT  AND  COMPTROLLER) 

DIRECTOR,  DEFENSE  COMMISSARY  AGENCY 
DIRECTOR,  DEFENSE  FINANCE  AND  ACCOUNTING  SERVICE 
DIRECTOR,  DEFENSE  INPORHATIOM  SYSTEMS  AGENCY 
DIRECTOR,  DEFENSE  LOGISTICS  AGENCY 

SUBJECT;  Rsi^enus  Recognl^loa  Policy  For  The  Defense  Business 
Operations  Fund 


The  current  Department  of  Defense  policy  allowe  induatrial 
fund  activities  to  choose  between  two  nethods  of  revenue 
recognitionj  the  completed-con tract  or  percentago-of-coapletion 
methods.  Operating  reaulta  reported  in  the  financial  statements 
can  vary  considerably#  depending  upon  vnich  method  Is  used*  A 
recent  General  Accounting  Office  report  stated,  "In  view  of  both 
the  Chief  Flzuncial  Officers  Act  of  X9P0  (Public  Law  101-*57S) 
requireneitts  that  revolving  funds  undergo  flnaneial^audica  and  the 
OoO  Integraeion  of  Its  industrial  funds  Into  the  single  Defense 
Business  Operations  Fund,  lb  Is  especially  important  that  all  Fund 
entities  use  the  same  aecountiog  principles*  and  generally 
accepted  accounting  principles  require  that  income  on  long^^term 
contracts  be  recognised  in  the  period  vort  is  actually 
performed*  * 

To  ensure  consistency  in  the  revenue  recognition  policy  for 
end-product  type  orders  vithln  OoO  and  to  guarantee  the  operating 
results  reported  In  the  financial  statements  are  comparable 
between  business  areas,  the  following  DoO  policy  is  effective 
immediately* 

*Th8  pereeatage*^f -completion  method  of  revenue 
•recognition  shall  be  used  for  all  end-product  type 
orders  that  ars  expected  to  be  completed  In  a  fiscal 
year  other  than  tne  fiscal  year  in  which  the  order  is 
started*  Revenue,  under  the  pereentage-of-eompletlon 
method,  may  be  recognized  on  a  percentage  of  physical 
completion  based.on  visual  observation  or  judgment  of 
qualified  personnel*.  Alternecively,  when  costa  are 
incurred  on  a  relatively  uniform  basis  over  the  life  of 
an  order,  revenue  may  be  recognized  as  a  percentage  of 


Joint  Logistics  Systems  Center  Comments 


incurred  costa  to  total  projected  costs.  In  all 
instances,  the  portion  o£  work  in  process  associated 
with  the  revenue  recognition  shall  be  transferred  to 
cost  at  goods  sold.  The  customer  funding  the  order 
shall  be  billed  Cor  the  revenue  recognlsedr  or  when 
progress  payments  have  been  previously  billed*  those 
progress  payments  shall  he  recorded  to  the  appropriate 
revenue  account.  At  a  minimum,  the  customer  shall  be 
billed  and  revenue  recognized  at  the  end  of  each  fiscal 
year  quarter.  In  no  case  shall  the  total  amount  of 
revenue  recognized  and  billed  exceed  the  amount  of  the 
order • " 

Defense  Business  Operations  fund  business  areas r  not 
currently  using  the  percentage-of -completion  method  to 
recognize  revenue  will  begin  immediately  to  conform  to  this 
policy.  Defense  Business  Operations  Fund  activities  shall 
prepare  their  June  1992  financial  statements  using  the 
per centage-of -completion  method. 

For  service-type  orders#  revenue  shall  continue  to  be 
recognized  at  least  monthly  and  considered  as  completed 
services  rendered. 

Please  direct  questions  on  this  matter  to  Ms.  Betty  Pearson 
or  Mr.  John  Gloves,  (703)  697-6282. 


Qor^  (0 

Donald  B.  shycoff  ^ 
Principal  Deputy  comptroller 
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FROM:  JLSC/RM 

1864  Fourth  Street,  Suite  1 
Wrighl^Patterson  AFB  OH  45433-7131 

SUBJ:  Execution  of  the  Revenue  Recognition  Policy  (Your  Ltr.  6  Apn93) 

TO;  DOD(C) 

1,  We  recognize  the  need  to  expedite  cash  collections  into  Defense  Business  Operations  Fund 
(DBOF)  so  as  to  prevent  any  current  shortfalls.  However,  we  cannot  agree  with  your  desire  to 
encourage  our  development  activities  who  receive  JLSC  reimbursable  authority  to  cross-disburse 
our  funds.  This  situation  is  unacceptable  as  it  delays  recording  of  project  development  costs  into 
our  Work-in-Process  account  for  eventual  depreciation  by  the  business  area.  Additionally,  it 
delays  visibility  to  program  execution  and  allows  no  review  by  the  JLSC  functional  directorates 
before  payment.  We  have  already  expressed  our  concerns  under  separate  cover  concerning 
response  to  the  DBOF  FY93  Collection  and  Disbursement  Plan. 

2.  Concerning  any  delays  of  funded  orders,  JLSC  has  not  yet  rcceiv^  all  FY93  funding.  Based 

on  fiinding  provided  to  us,  however,  we  have  executed  the  program  in  a  prudent  manner.  We 
have  not  taken  any  action  which  would  result  in  an  unnecessary  delay  in  executing  our  budget 

3.  We  have  reiterated  DBOF  directed  revenue  recognition  policy  to  all  of  our  development 
activities  and  have  no  reason  to  believe  they  are  not  in  compliance.  It  Is  difficult  if  not 
impossible,  however,  to  know  if  all  of  these  activities  are  progress  billing  our  account  at  least 
once  a  month.  The  abundance  of  billings  are  currently  cross-disbursed  and  we  have  no  visibility 
to  them  for  as  long  as  six  months  after  payment 

4,  We  encourage  you  to  make  an  exception  for  JLSCs  developing  activities  and  allow  our  local 
accounting  and  finance  office  to  make  ail  payments  against  our  capital  MIPRs.  We  have  stated 
our  problem  to  DFAS  and  hope  to  work  with  them  to  force  this  issue. 


Joint  Logistics  Systems  Center  Comments 


2  5  B  ..94 

FROM;  JLSC/RMF,  Bldg.  15 

1864  Fourth  Street,  Suite  1 
Wright-PattcrsonAFBOH  45433-7131 

SUB  J:  JLSC  Requirement  for  a  Cost  Accounting  System,  Our  Ltr,  23  Nov  93 

TO:  Defense  Hnance  &  Accounting  Service 
Deputy  Director  for  Accounting 
193 1  Jefiferson  Davis  Highway 
Crystal  Mall  3,  Room  409 
Arlington  VA  22240-5291 

1.  We  believe  that  our  requirement  to  have  access  to  a  cost  accounting  system  is  essential  to  our 
mission.  The  need  for  this  support  is  immediate.  We  had  hoped  that  a  standardized  cost  system 
would  be  chosen  and  permission  for  its  use  by  the  JLSC  could  have  btm  granted  by  now. 
Because  this  has  not  happened,  we  wish  to  proceed  with  our  own  solutioit 

2.  We  have  reviewed  the  Air  Force  Job  Order  Cost  Accounting  Systm  (JOCAS II)  and  think  it 

will  satisfy  our  cost  requirements.  Our  accounting^pport  currently  comes 

fiom  the  Air  Force  base  ievd  accouimng  system,  and  has  proven  successfW  when  interfaced  with 
JOCASH  We  will  proceed  with  our  plans  to  use  JOCAS  Hand  assume  DFASconcuircncc  until 

hearing  otherwise.  Our  points  of  contact  arc  Dcnma  Kahn  and  Tim  Brown,  JLSC/RMF,  DSN 
785-0405, 

SIGNED 

SHERRY  L.PARTEE  I  Alch 

ChieC  Financial  Management  Division  JLSC/RMF  Ltr,  23  Nov  93 

Resource  Management  Directorate 
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From: 

JLSORMF.  Bldg.  15 

1864  Fourth  Street.  Suite  1 

Wrighl-Pancrson  AFB  OH  45433-7131 

2  3  m  1993 

Subj: 

JLSC  Requirement  for  a  Cost  Accounting  System 

To: 

Defense  Finance  &  Accounting  Service 

Deputy  Director  for  Accounting 

1931  Jefferson  Davis  Highway 

Crystal  Mall  3,  Room  409 

Arlington  VA  22240-5291 

L  The  notes  to  the  JLSCs  financial  statements  for  both  FY92  and  FY93  disclosed  that  the  JLSC 
is  not  in  compliance  with  existing  DOD  and  GAO  Title  2  Accounting  Standards  due  to  the  lack. 
of  a  transaction  driven  general  ledger.  Tlus  has  been  a  matter  of  great  concern  to  the  JLSC  since 
it's  inception  in  Match  1992.  We  bcUcvcd  that  this  pioblem  would  be  corrcacd  when  the  JLSC 
was  directed  to  transfer  to  the  Defense  Business  Management  System  (DBMS)  in  Mky  1993. 

This  move  was  subsequently  halted  for  an  indefinite  period.  Since  thci^  we  have  received  no 
Amber  guidance. 

2.  From  a  conwnation  with  Mr.  Glen  WilUams  (DFAS-DE/ANBD),  we  un^tand  that  DFAS- 
HQ  is  considering  placing  the  JLSC,  and  similar  activities,  on  a  cost  accounting  system,  probably 
JOCAS  n.  We  fully  support  such  a  transition  to  an  acceptable  cost  accounting  system  of  your 
choosing.  This  may  enable  us  to  properly  apply  our  direct,  indirect,  and  general  and 
administrative  costs  to  ail  capital  projects  under  the  purview  of  the  JLSC. 

3.  Lastly,  we  would  like  to  offer  our  assistance  or  input  into  your  deliberations  and  planning  for 
JLSCs  possible  transition.  Our  points  of  contact  arc  Dennis  Kahn  and  Tim  Brown.  JLSORMF. 
DSN  785-0406/7, 

SIGNED 

SHERRY  L.  PARTEE 

Chief,  financial  Management  Division 

Resource  Management  Directorate 
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Part  V  -  Additional  Information 


Appendix  A.  Organizations  Visited  or  Contacted 


Office  of  the  Secretary  of  Defense 

Deputy  Under  Secretary  of  Defense  for  Logistics,  Washington,  DC 
Deputy  Comptroller  of  the  Department  of  Defense  (Management  Systems), 
Washington,  DC 


Department  of  the  Army 

Assistant  Secretary  of  the  Army  (Research,  Development  and  Acquisition), 

Fort  Lee,  VA 

U.S.  Army  Depot  System  Command,  Chambersburg,  PA 
Anniston  Army  Depot,  Anniston,  AL 
Letterkenny  Army  Depot,  Chambersburg,  PA 
Tobyhanna  Army  Depot,  Tobyhanna,  PA 

Commander,  Watervliet  Arsenal,  Watervliet,  NY 

U.S.  Army  Materiel  Command,  System  Integration  and  Management  Activity, 
Chambersburg,  PA 

U.S.  Army  Strategic  Logistics  Agency,  Alexandria,  VA 

U.S.  Army  Armament  and  Munitions  and  Chemical  Command,  Rock  Island,  IL 

U.S.  Army  Missile  Command,  Redstone  Arsenal,  AL 

Project  Manager,  Joint  Computer-Aided  Acquisition  and  Logistics  Support,  Fort 
Monmouth,  NJ 

U.S.  Army  Procurement  Research  and  Analysis  Office,  Fort  Lee,  VA 


Department  of  the  Navy 

Naval  Air  Systems  Command,  Washington,  DC 
Naval  Aviation  Depot  Norfolk,  Norfolk,  VA 
Naval  Sea  Systems  Command,  Arlington,  VA 
Charleston  Naval  Shipyard,  Charleston,  SC 
Norfolk  Naval  Shipyard,  Norfolk,  VA 
Portsmouth  Naval  Shipyard,  Portsmouth,  NH 
Naval  Supply  Systems  Command,  Arlington,  VA 

Navy  Fleet  Material  Support  Office,  Mechanicsburg,  PA 
Navy  Ships  Parts  Control  Center,  Mechanicsburg,  PA 
Headquarters,  Naval  Computer  and  Telecommunications  Command,  Washington,  DC 
Naval  Computer  and  Telecommunications  Station,  Jacksonville,  FL 
Naval  Computer  and  Telecommunications  Station,  New  Orleans,  LA 
Naval  Surface  Warfare  Center,  Crane,  IN 

Naval  Command,  Control  and  Ocean  Surveillance  Center,  San  Diego,  CA 

U.S.  Marine  Corps  Logistics  Base,  Alb^y,  GA 

Naval  Information  Technology  Acquisition  Center,  Washington,  DC 
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Department  of  the  Air  Force 

Air  Force  Materiel  Command,  Wright-Patterson  Air  Force  Base,  OH 
Ogden  Air  Logistics  Center,  Hill  Air  Force  Base,  UT 
Oklahoma  City  Air  Lo^stics  Center,  Tinker  Air  Force  Base,  OK 
Sacramento  Air  Logistics  Center,  McClellan  Air  Force  Base,  CA 
San  Antonio  Air  Logistics  Center,  Kelly  ^r  Force  Base,  TX 
Wamer-Robins  Air  Logistics  Center,  Robins  Air  Force  Base,  GA 


Defense  Organizations 

Headquarters,  Defense  Logistics  Agency,  Alexandria,  VA 
Joint  Logistics  Systems  Center,  Wright-Patterson  Air  Force  Base,  OH 
Defense  Logistics  Agency  Systems  Automation  Center,  Columbus,  OH 
Defense  M^ical  Support  Activity,  Falls  Church,  VA 
Headquarters,  Defense  Finance  and  Accounting  Service,  Washington,  DC 
Defense  Finance  and  Accounting  Service-Columbus  Center,  Columbus,  OH 
Defense  Finance  and  Accounting  Service-Denver  Center,  Denver,  CO 
Defense  Accounting  Office,  Wright-Patterson  Air  Force  Base,  OH 
Defense  Printing  Service,  Washington,  DC 


Non-Defense  Organizations 

Department  of  Energy,  Richland  Field  Office,  Richland,  WA 
GeneraJ.  Accounting  Office,  Washington,  D.C. 


37 


Appendix  B.  Report  Distribution 

Office  of  the  Secretary  of  Defense 

Comptroller  of  the  Department  of  Defense 
Assistant  to  the  Secretary  of  Defense  (Public  Affairs) 


Department  of  the  Army 

Auditor  General,  Department  of  the  Army 


Department  of  the  Navy 

Secretary  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management) 

Comptroller  of  the  Navy 

Auditor  General,  Naval  Audit  Service 


Department  of  the  Air  Force 

Auditor  General,  Air  Force  Audit  Agency 


Defense  Organizations 

Director,  Defense  Contract  Audit  Agency 
Director,  Defense  Finance  and  Accounting  Service 
Director,  Defense  Logistics  Agency 
Inspector  General,  Central  Imagery  Office 
Inspector  General,  Defense  Intelligence  Agency 
Inspector  General,  National  Security  Agency 
Director,  Defense  Logistics  Studies  Information  Exchange 
Commander,  Joint  Logistics  Systems  Center 


Non-Defense  Federal  Organizations 

Office  of  Management  and  Budget 

U.S.  General  Accounting  Office  .  .  , ,  i-  * 

National  Security  and  International  Affairs  Division,  Techmcal  Information  Center 
National  Security  and  International  Affairs  Division,  Defense  and  National 
Aeronautics  and  Space  Administration  Management  Issues 
National  Security  and  International  Affairs  Division,  Military  Operations  and 
Capabilities  Issues 
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Non-Defense  Federal  Organizations  (cont'd) 


Chairman  and  Ranking  Minority  Member  of  Each  of  the  Following  Congressional 
Committees  and  Subcommittees: 

Senate  Committee  on  Appropriations 

Senate  Subcommittee  on  Defense,  Committee  on  Appropriations 
Senate  Committee  on  Armed  Services 
Senate  Committee  on  Governmental  Affairs 
House  Committee  on  Appropriations 

House  Subcommittee  on  Defense,  Committee  on  Appropriations 
House  Committee  on  Armed  Services 
House  Committee  on  Government  Operations 

House  Subcommittee  on  Legislation  and  National  Security,  Committee  on 
Government  Operations 
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Joint  Logistics  Systems  Center  Financial  Statements  for  FY  1993 


OFFICE  OF  THE  COMPTROLLER  OF  THE  DEPARTMENT  OF  DEFENSE 
WASHiNGTDN.  DC  2030M100 


I  5  IS94 


MEMORANDUM  FOR  ASSISTANT  INSPECTOR  GENERAL  FOR  AUDITING,  DOD 

SUBJECT:  Transmittal  of  U.S.  Transportation  Command  and  Joint 
Logistics  Systems  Center  Financial  Statements  on 
FY  1993  Financial  Activity 


The  attached  financial  statements  for  the  U.S.  Trans¬ 
portation  Command,  Business  Operations  Fund  and  Joint  Logistics 
Systems  Center,  Business  Operations  Fund  on  FY  1993  financial 
activity  are  submitted  for  audit  as  required  by  the  Chief 
Financial  Officers  Act. 


My  staff,  and  those  of  the  U.S.  Transportation  Command  and 
the  Joint  Logistics  Systems  Center,  are  available  to  provide 
assistance  and  information  as  you  require  in  the  audit  of  these 
financial  statements.  We  will  work  with  your  staff  to  make  the 
adjustments  and  improvements  necessary. 


My  point  of  contact  on  this  matter  is  Mr*  Oscar  G. 
He  may  be  reached  at  (703)  697-6149  or  DSN  227-6149. 


Attachments 


Deputy 


Chief  Financial  Officer 


Coveil. 


42 


Joint  Logistics  Systems  Center  Financial  Statements  for  FY  1993 


JOINT  LOGISTICS  SYSTEMS  CENTER 

FINANCIAL  STATEMENTS 
FOR  FY1993 
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JOINT  LOGISTICS  SYSTEMS  CENTER 
OVERVIEW  OF  THE  REPORTING  ENTITY 

1.  Message  from  the  Component  Head. 

JLSC  has  had  several  important  occurrences  during  the  past  year.  Among  the  most 
Important  of  these  were  the  following. 

- 13  Oct  93  OSD  Memo 

-*  Directed  accelerated  implementation  of  Migration  systems 

-  Systems  to  be  selected  within  six  months 

-  DOD-wide  transition  within  three  years 
.  10  Oct  93  DUSD(L)  and  (C3D  M^o 

-  Rescinded  dir^on  to  transfer  Central  Design  Activities  (CDAs)  to  JLSC 

•  24  Sep  93  DBOF  Improvement  Plan 

-  Decision  to  move  JLSC  from  DBOF  to  Appropriated  funds  in  FY  95 
-  20  Jul  93  DUSD(L)  Memo 

-  Rescinded  DOD(A)  direction  23  Nov  92  to  place  JLSC  under  DLA  Director 

-  JLSC  to  report  Erectly  to  DUSD(L) 

.  28  Jun  93  ASD(C3D  Memo 

-  Direction  to  transfer  Central  Design  Activities  (CDAs)  to  JLSC 
-9May93 

JLSC's  transfer  to  Defense  Business  Management  System  (DBMS)  terminated 

•  Mar93 

-  JLSC  directed  to  transfer  to  the  Defense  Business  Management  System  (DBMS) 

•  6  Feb  93  DOD(C)Memo 

-  Funding  provided  to  Implement  JLSC’s  migration  strategy 

-  Initial  Operating  Site  (lOS)  designated  for  Materiel  Management  Standard  System 

Z  Description  of  the  Reporting  Entity. 

The  JLSC  was  established  by  the  ASD(P&L)  Memorandum  “Management  of  the  Materiel 
Management  Corporate  Information  Management  (CIM)  Initiative,"  7  Nov  91.  TOe  JLSC 
mission  is  to  achieve  Corporate  Information  Management  goals  for  the  DOD  logistics  business 
area  by  managing  the  design,  development,  implementation  of  Automated  Information  Systems 
(AIS)  and  facilitating  development  and  implementation  of  improved  business  practices.  Four 
over^l  requirements  and  objectives  of  the  JLSC  were  to; 

•  Facilitate  business  process  improvements. 

•  Identify  and  justify  specific  process  improvements  and  supporting  AIS,  if  applicable. 

•  Manage  the  design,  development,  integration,  implementation,  and  maintenance  of  the 
logistics  process  system. 

•  Ensure  functional  and  technical  integration. 

Page  1  of  4 
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Although  JLSC  is  an  activity  within  the  DBOF,  the  JLSC  does  not  have  the  typical  customer- 
supplier  reiationships  found  with  other  business  areas.  The  JLSC  centrally  procures  CIM  type 
investments  for  the  Supply  Management  and  Depot  Maintenance  business  areas  within  the 
DBOF.  The  nature  of  JLSCs  mission  is  such  that  it  does  not  routinely  sell  a  product  or  service  to 
its  customers  in  order  to  generate  revenue  to  offset  costs  incurred  in  the  development  of  software 
projects.  The  JLSCs  ultimate  customers  are  the  functional  activities  within  the  Components  who 
will  use  the  JLSC-sponsored  capital  investments  to  provide  goods  and  services  to  their 
customers.  JLSCs  costs  will  be  recouped  to  the  Defense  Business  Operations  Fund  (DBOF) 
when  software  projects  under  its  purview  arc  transferred  to  the  Components  and  depreciation  of 
these  systems  commences. 

The  JLSCs  total  Annual  Operating  Budget  for  FY93  was  $338.5M.  The  Annual  Operating 
Budget  was  comprised  of  the  Capital  Budget  ($302.4M)  and  the  Operating  Budget  ($37.  IM). 

The  Operating  Budget  was  used  to  fund  the  day-to-day  operations  of  the  JLSC.  The  Capital 
Budget  was  used  to  fund  AIS  development  and  implementations,  business  process 
improvements,  and  component  mission  unique  requirements  in  two  logistics  business  functional 
areas:  Depot  Maintenance  ($82.4M);  Materiel  Management  ($220.4M).  Additionally,  the  JLSC 
had  unused  FY92  DBOF  Capital  Budget  authority  available  to  carry  over  into  FY93  in  the 
amount  of  $121,266,515.  The  JLSC  FY93  civilian  workforce  profile  was  as  follows: 

Direct  251 

Indirect  46 

G&A  51 

Total  250 

The  JLSC  funds  automated  information  systems  (AIS)  and  business  process  improvements  for 
Supply  Management  and  Depot  Maintenance  business  areas  with  DBOF  capital  investment 
funds.  As  a  result,  the  JLSC  sponsors  automated  information  systems  development  and 
modification  initiatives  which  are  performed  by  Central  Design  Activities  (CDAs)  or  contractors. 
The  JLSC  issues  reimbursable  type  funding  orders  to  Component  CDAs.  Because  most  of  the 
CDAs  arc  in  DBOF  business  areas,  they  are  on  Unit  Cost  Resourcing  and  Fec-for-Scrvice,  and 
are  subject  to  the  DBOF  revenue  recognition  policies.  Non-DBOF  CDAs  are  also  funded  by 
JLSC  on  a  cost  rcindiursable  basis.  JLSC  maintains  separate  subaccounts  for  each  capital 
project.  JLSC  and  DBOF  CDAs  must  agree  on  a  fixed  price  for  completing  the  specified  work. 

The  JLSC  operates  as  a  joint  center,  with  representation  from  the  Army,  Navy,  Air  Force,  Marine 
Corps,  and  the  Defense  Logistics  Agency  (the  Components).  The  JLSCs  authority,  scope,  and 
funding  are  provided  through  DUSD(L).  The  JLSC  financial  and  administrative  procedures  were 
derived  from  the  Air  Force’s  procedures.  The  JLSC,  located  at  Wright-Patterson  AFB  OH  is 
organized  to  efficiently  perform  its  joint  mission,  roles  and  responsibilities.  The  basic  JLSC 
organization  is  depict^  below  and  consists  of  the  following  elements: 
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A  Command  Section  ^ 

A  Corporate  Integration  Directorate  to  ensure  the  development  of  the  logisttcs  process 
system  as  a  functionally  and  technically  integrated  system. 


•  1  - 

process  system  is  developed  as  a  technically  integrated  system.  ,  . 

.  Two  Functional  Process  Directorates  responsible  for  improving  the  corporate  lo^tiK 
processes  and  managing  the  functional  portion  of  the  efforts  required  to  design,  develop, 
hitegrate.  implement,  maintain,  and  improve  their  portion  of  the  logistics  prrcess  system. 

functional  directorate  will  develop  and  manage  specific  plans  to  meet  its 
responsibilities  towards  achieving  overaU  DUSD(L)  policies  and  guictocc.  as  well  as  goals 
and  objectives  and  deUveting  the  product  to  the  customer.  Currently  fim^nal  directorates 
have  been  established  for  the  business  areas  of  Materiel  Management  and  Depot 

•  TTi^MTOrce  Management  Directorate  responsible  for  coordinating  requests 

n'anpping  funding,  human  and  physical  resources.  JLSC/RM  performs  as  the  JLSC 
comptroller  and  coordinates  JLSC  performance  measures  and  reportmg. 

3.  Program  Performance  Measures;  Not  Applicable  for  FY92 

4.  Financial  Performance  Measures:  Not  Applicable  for  FY92 


5.  fftnandal  Mqnaffpnient  Chnllengea. 

The  fjnanrial  management  issues,  challenges,  risks,  and  opportumtics  the  JLSC  will  face 
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throughout  the  1990s  will  center  around  how  the  JLSC  will  impact  its  customers  in  the  DOD 
Components  and  other  agencies  with  which  it  will  interface.  The  JLSC  centrally  ^quires  capital 
assets  on  behalf  of  the  DBOFs  Supply  Management  and  Depot  Maintenance  business  areas. 
Most  of  the  capital  assets  ate  acquired  from  Central  Design  Activities  under  contract  with  the 
JLSC.  The  JLSC  performs  its  mission  at  the  direction  of  the  Under  Secretary  of  Defense 
(Logistics).  From  a  financial  management  perspective,  the  management  and  reporting 
requirements  resulting  from  these  organization^  relationships  will  present  challenges  to  the 
JLSC.  A  brief  synopsis  of  the  challenges  are  as  follows: 

•  The  JLSC  will  transfer  ownership  of  the  capital  assets  it  centrally  acquires  to  the  DBOF 
business  areas  across  the  Components  which  will  use  the  assets  in  their  operations.  The 
costs  associated  with  acquiring  the  asset  will  be  recovered  by  the  DBOF  through  the 
depreciation  expenses  included  in  the  business  area's  rates  for  its  goods  and  services.  The 
JLSC  recognizes  that  the  costs  of  the  capital  assets  can  directly  affect  the  business  area's 
cost  performance  and  that  in  a  woridoad  competition  environment,  rates  can  be  extremely 
sensitive.  The  JLSC,  in  conjunction  with  DOD(C),  must  determine  a  reasonable,  fair  and 
equitable  method  to  derive  the  true  cost  of  the  capital  asset  and  allocate  the  cost  across 
those  business  areas  which  will  receive  the  asset 

•  The  JLSC  has  relied  on  other  DOD  activities,  specifically  CDAs,  to  effectively  and 
cfficicnUy  perform  the  work  it  sponsors.  In  Fy94,  JLSC  plans  to  shift  emphasis  away 
from  the  CDAs  and  to  issue  funding  directly  to  contractors  to  develop  software  for  the 
JLSC.  The  JLSC  has  established  customcp-supplicr  type  contractual  relationships  with 
the  CDAs  who  will  perform  systems  development  and  implementation  work  as  specified 
by  the  JLSC.  They  must  establish  and  implement  procedures  wiuch  will  provide  the 
management  information  needed  to  adequately  control  the  CDA's  cost,  schedule  and 
technical  delivery  performance.  The  procedures  must  provide  the  required  information  in 
a  cost  effective  maimer. 

•  The  JLSC  is  accountable  for  its  performance  to  its  customer  community,  to  the  logistics 
functional  managers  in  OSD,  and  to  the  DBOF  managers  in  DOD(C),  Financial 
performance  measures  must  be  established  as  a  component  of  the  JLSCs  overall 
performance  reporting  to  each  of  the  constituents.  Some  of  the  measures  may  be  the 
same,  such  as  cost/benefits  of  JLSC  delivered  systems.  Others  wiU  have  more  narrow 
scopes  of  interest,  such  as  obligation  and  expenditure  rates  being  of  prunary  interest  to 
the  Comptroller  community.  The  JLSCs  challenge  is  in  developing  and  implementing  a 
process  to  efficiently  and  consistently  measure  and  collect  performance  measurement 
information  to  support  its  reporting  requirements. 


Page  4  of 4 
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D»paptBtnt  of  tlio  Air  Forot  (at  of  2/28 /M) 

Oofonia  Butlntia  Optrationa  Fund  -  Joint  Lofiatlca  Systtmi  Cantor 
STATEMENT  OF  FXKANClAli  FOSITZOV 
Aa  Of  SEPTEMBEB  30,  1083 
(In  Oollara) 


ASSETS 


Financial  Baaoureaa: 

a.  Fund  Balancaa  with  Traaaury  (Hota  2) 

b.  Caab  (Vota  3) 

e.  Foralgn  Curraney  (Hota  31 
d*  Othar  Monatary  Aaaata  (Hota  3) 
a.  Xnvaataanta,  Hon^Fadaral  (Hota  4) 
f«  Accounta  Bacaivabla,  Hat  -  Hon-Fadaral 
!•  Znvantoriaa  Hold  for  Sala,  Hat  (Hota  5) 
b*  Loana  Bacaivabla.  Hat  -  Hon-Fadaral 
(Hota  0) 

i.  Proparty  Hold  for  Sala  (Hota  7) 

J«  Otbar.  Hon-Fadaral  (Hota  8) 
k.  Xntragovarnaantal  ttaatf: 

(1)  Accounta  Bacaivabla,  Fadaral 

(2)  Loana  Bacaivabla,  Fadaral 

(3)  Znvaatmanta,  Fadaral  (Hota  4) 

(4)  Otbar,  Fadaral 

!•  Total  Financial  Baaoureaa 


(243,064.744) 

0 

0 

0 

0 

0 

0 


404,736 

0 

0 

0 

(243,880,008) 


(14,287,287) 

0 


7,667,186 

0 

0 

16,364,848 

0,744,418 


2.  Hon-Financial  Baaoureaa: 

a.  Baaoureaa  Tranaf arable  to  Traaaury 

b.  Advaneaa  and  Prapayaanta,  Hon-Fadaral 
c*  Invantoriaa  Hot  Bald  for  Sala  (Vote  8) 
d.  Property.  Plant  and  Equipment,  Hat 

(Hota  8) 

a.  Otbar  (Hota  10) 

f.  Total  Hon-Financial  Baaoureaa 

3«  Total  Aaaata 


266.302,040 

0 

266.302.040 

22,642.041 


0,744,418 
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LIABILITI,ES 

1993 

1902 

4*  Ftmdtd  Liabiiltiti; 

a.  Accountg  Payabla,  iron*Fadtral 

0 

0 

b.  Accrutd  Xnttrtai  Fayablt 

0 

0 

0*  AQcrutd  Payroll  and  Btntflta 

2,457,000 

0 

d»  Aaoputd  Entltlamont  Btntllti 

0 

0 

a.  Loaaa  Liabllltita  (Hota  11) 

0 

0 

!•  Llabilltlaa  for  Loan  Ouarantaaa  (Bota  4) 

0 

0 

Daforrad  Bavanua  *  Bon-Fadtral 
h.  Panaiona  and  Othar  Actuarial 

0 

0 

Liabllltiaa  (Bota  14) 

0 

0 

i.  Othar  Fundad  Liabllltiaa, 

Bon*Fadaral  (Bota  13) 

0 

0 

j*  Intradovarnaant  Liabllltiaa 

32,89S,SaO 

0,940,040 

(1)  Aecounta  Payable,  Fadaral 

(2)  D*bt  (HeU  12) 

0 

U 

(3)  Oafarrad  Bavanua 

0 

0 

(4)  Othar  Fundad  Liabllltiaa, 

Fadtrtl  Otot*  13) 

0 

0 

k.  Total  Fundad  Liabllltiaa 

38,353,889 

0,940,040 

S.  Vnlultdad  LUbllltltat 

A 

a*  Aocruad  Laava 

0 

V 

b.  Laaaa  Liabllltiaa  (Bota  11) 

0 

w 

A 

0.  Pabt  (Bota  18) 

0 

d.  Panaiona  and  Othar  Actuarial 

A 

Liabllltiaa  (Bota  14) 

0 

U 

A 

a.  Othar  Unfundad  Liabllltiaa  (Bota  15) 

0 

0 

A 

f.  Total  Unfundad  Liabllltiaa 

0 

V 

0.  Total  Llabilltlaa 

35,352,589 

6,640,040 

BET  POSITIOB 

7*  Fimd  Balaneaa:  (Bota  10) 

(12,510,548) 

2,804.372 

A 

a*  Bavolvlnd  Fund  Balaneaa 

b«  Trust  Fund  fialaneaii 

0 

V 

c*  Approprlatad  Fund  Balaneaa 
d.  Total  Fund  Balaneaa 

0 

(12,510,548) 

2,804.372 

6.  Lass  Future  Funding  Baqulrananta 

0 

(Bota  17) 

9.  Bat  Position 

0 

(18,510,546) 

2,804,372 

10.  Total  Llabilltlaa  and  Bat  Position 

22,842,041 

6,744,418 

Tha  aecoopanylng  notas  ara  an  Integral  part  of  tnasa 

statamanta. 
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Dtparimtnt  of  tbt  Air  Foro« 

Dtftnf*  Buiintif  0ptr4tlonf  Fund  *  Joint  Lo^ifticf  Syfttos 
STATEMENT  OF  OPERATIONS  (AND  CKANQES  IN  NET  POSITION) 

FOR  THE  PERIOD  ENDED  SEPTEMBER  30,  1003 
<In  DolUri) 

REVENUES  AND  FINANCINO  SOURCES 
1,  ApproprlRtloni  Exponftd 
3.  Rtvonutt  from  Solos  of  Goods 
a«  To  tho  Publle 
b  •  Iiitr  Adovf  rnmontal 
3.  Intorost  and  Ponaltlos,  tfoa-Ftdoral 
i.  Intorost,  Fodoral 
5*  Taxos  (Noli  18) 

8.  Otbor  Rovonuos  and  Finaneind  Soureos 
(Noto  ID) 

7.  Loss  Taxos  and  Roeoipts  Boturnod  to 

tho  Troasury 

8.  Total  Rovonuos  and  Finanein|  Soureos 


EICPENSES 


Prodram  or  Oporatind  Exponsos  (Noto  30) 
Cost  of  Goods  or  Sorvleos  Sold  (Noto  21) 

a.  To  tho  Publio 

b.  Intradovornnontal 
Doprociation  and  Amortization 
Bad  Dobts  and  Vfritooffs 
Intorost 

a.  Fodoral  Flnanelnd  Bank/Troasury 

Borrowind 

b.  Fodoral  Socuritios 
o.  Othor 

Othor  Exponsos  (Note  82) 

Total  Exponsos 

Exeoss  (Shortado)  of  Rovonuos  and 
Financind  Soureos  Ovor  Total  Exponsos 
Boforo  Adjustmonts 
Plus  (Minus)  Adjustmonts: 

a.  Extraordinary  Itoms  (Noto  23) 

b.  Prior  Poriod  Adjustmonts  (Noto  23) 
Exeoss  (Shortado)  of  Rovonuos  and 

Financind  Soureos  Ovor  Total  Exponsos 
Plus:  Unfunded  Exponsos 
Exeoss  (Shortado)  of  Rovonuos  and 
Financind  Sources  Ovor  Funded  Exponsos 

Not  Position,  Bodinnind  Balaneo 
Excess  (Shortado)  of  Rovonuos  and 

Financind  Sources  Ovor  Total  Exponsos 
Plus  (Minus)  Equity  Transfers  (Noto  34) 
Not  Position.  Endind  Balance 


0 

35,434 

0 

0 

0 


0 

35,434 


20,637,840 

0 

0 


20,637,840 


(20,802,206) 


(20,802,206) 

0 

(20,602,306) 

2,804,372 

(20.602,206) 

14,287,287 

(12,510,548) 


10,100.000 

0 

0 

0 


10,100.000 


7,205,628 

0 

0 


7,205,628 


2,804,372 


2,804,372 

0 

2,804,372 


2,804,373 

0 

2,804,372 


Tho  accompanyind  notes  are  an  Intodral  part  of  those  itatononto^ 
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Dtpmrtntfit  of  tho  Air  Foret 

Deitntt  fiusintif  OptrAtioni  Fund  -  Joint  LoAlttlct  Sytitma 

Center 

STATEMEKT  OF  CASH  FLOWS 

FOB  THE  FERIOD  EKOEB  SEFTEMBEB  30,  1003 
(Zn  DoUtrt) 

1003 

1002 

Catb  Flowf  froa  Optratlnf  Aetivitioa 

1.  Exetff  (Shortagt)  of  Btvtnutt  and  Finan* 
ein|  Souroti  Over  Total  Exptnata 

(20,602,205) 

2,804,372 

Adiuatatnti  Af fact Inf  Caah  Flow: 

Appropriatloni  Exptnatd 

0 

0 

3,  Dtertaat  (Inertaat)  in  Aoeounta 

Btetivablt 

7,262,421 

(7.867.X86) 

4*  Dtertaat  (Inertaat)  in  Loana  Btetivablt 

0 

o! 

5.  Dtertaat  (Znertaat)  in  Othtr  Aaatta 

15,364,548 

(10,364,348) 

e.  Znertaat  (Dtertaat)  in  Aocounta 

Fayablt 

25,058,543 

6,940,046 

7*  Znertaat  (Dtertaat)  in  Othtr 

Liabilitiaa 

2.«37,000 

0 

8«  Dtprteiation  and  Aaortisation 

0 

0 

9.  Othtr  Onfundtd  Exptnata 

0 

0 

10*  Othtr  Adiuaiatnta 

0 

0  1 

11*  Total  Adiuatatnii 

52,030,511 

(17,001,658) 

Z2.  Vtt  Caah  Provided  (Uatd)  by 

Optratlnf  Aetivitlta 

22,437,308 

(14,287,287) 

Caah  Flewa  from  Hon*Optraiinf  Aetivitlta 

13*  Froettda  from  Salta  of  Znvtatnanta 

0 

0 

U.  Procttdff  from  Salta  of  Proptrty* 

Plant  and  Equlpntni 

0 

0 

15*  Purchaata  of  Znvtat&anta 

0 

0 

10*  Purehaata  of  Property,  Plant 
and  Equipsent 

265,302,040 

0 

17*  Vet  Caah  Provided  (Vatd)  by 

Von-Optratinf  Aetivitlta 

(266,302,040) 

0 
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case  PBOTXDEO  (USED)  BT  FZVAVCXJLL  AC7XVXTZSS 

1903 

1802 

18.  AppreprlMteu  (Currtni  tturutta) 

10.  Add: 

0 

0 

a.  BfJteratlona 

0 

0 

b;  Tranatars  of  Caib  iron  Otbors 

14,287,287 

0 

20.  Doduott 

a«  Vitbdrairala 

0 

0 

b.  Tranafors  of  Caab  to  Otbara 

0 

0 

21  •  Eat  Apprepriatlona 

14,287,287 

0 

22*  Borrowlnf  froa  tbo  publlo 

0 

0 

23*  Bapaymtaia  ea  Leaaa  to  tba  Public 

0 

0 

24.  Borrowlnf  froa  tba  Traaaury  aad  tba 

fadarai  fiaaaeinf  Bank 

•0 

0 

25.  Bapayaaata  oa  boaaa  froa  tbo  TPaaaury 

aad  tba  Fadaral  Fiaaaeinf  Bank 

0 

0 

2C*  Otbar  Borrowiafa  aad  Bapayaaata 

0 

0 

3T.  Vat  Cub  ?revtd«d  OTiidl  bp 

14,287,287 

•  Finaaeiaf  Aotivitiaa 

0 

28.  lat  Cub  Provldad  (Vatdl  bp  Optutinc. 

(230,887.487) 

(14,387,287) 

Voa-Oparatiaf  aad  Fiaaaeinf  Acitlvitiaa 

29.  Fund  Balaaea  nltb  V.S.  T^aaauryb  Caab 

(14.287,387) 

and  Foraifa  Curraaeyt  Bafinainf 

o 

30*  Fund  Balaaea  wltb  IT«S.  Traaauryp  Caab 

(343.084,744) 

(14,387,287) 

and  Foraifa  Curraney,  tndinf 

Suppla&antal  Biaeloauro  of  Caab  Flow  Xnfornatioa: 

ja 

A 

31*  Total  lataraat  Paid 

0 

w 

Supplamaatal  Sebadula  of  Fiaaaeinf  aad  Xnvaatinf  Activity: 
33*  Proparty  aad  Cquipnaat  Aequirad  Vndar 

A 

Capital  Laaaa  Oblifationa 

0 

w 

33*  Proparty  Aequirad  Cndar  lonf*tarm 

0 

Finaaeiaf  Arraafaaanta 

0 

24«  Otbar  Excbanfaa  of  Voaeaab  Aaaata  or 

A 

0 

Liabilitiaa 

0 

Tba  accoxBpanyinf  notaa  ara  an  intafrai  part  of  tbaaa  atataBtnta» 
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OcpartBtnt  ot  tht  Air  Forot 

Dtfcnst  Butlntft  Optraiioni  Fund  -  Joint  Loglitlcf  Syttemi  Conttr 
STATEMENT  OF  BUDGET  AKD  ACTUAL  EXPENSES 
FOE  THE  PEEZO0  ENDED  SEPTEMBER  30,  1003 
(In  Dollars) 


BUDGET 


ACTUAL 


Program 

Obligations 

Naaa  (a) 

BtfouroM  Slraei 

Btlaburstd 

Expenses 

Joint  Logistics 

Systams  Cantar 

457,874,408  0 

440,170,374 

20,a37.a40 

Totals 

457,874,408  0 

440,170,374 

20,637,640 

Budgat  Raconeiliation: 

A, 

Total  Expanias 

20,637.640 

B. 

Add: 

(1)  Capital  Acquisitions 

266.362,040 

(2)  Loans  Disbursad 

0 

(31  Othar  Expanded  Budget  Authority 

0 

C. 

Lass; 

(1)  Depreciation  and  ABortisatlon 

0 

(2)  Unfunded  Annual  Leave  Expenses 

0 

(31  Othar  Unfunded  Expanses 

13,007,547 

D. 

Expended  Appropriations 

282,122,142 

E. 

Less  ReimburseBents 

35,434 

F. 

Expanded  Appropriations,  Direct 

262,086,708 

Tha  accompanying  notts  art  an  Inta^ral  part  ol  thasa  stataBonts. 
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NOTES  TO  THE  PXHANCIAIi  STATEMENTS 
FOR  THE  JOINT  I.OGISTICS  SYSTEMS  CENTER 
FY  93 


A*  Repprting  Entity  and  Basis  of  Consolidation: 

The  Assistant  Secretary  of  Defense  for  Production  and 
Logistics  (ASD(PfiL)),  directed  that  a  Joint  Logistics  Systems 
Center  (JLSC)  be  established  effective  December  31,  1991*  The 
JLSC  was  established  to  implement  integrated  business  process 
improvements  by  managing  the  development,  integration/ 
implementation  and  maintenance  of  the  logistics  areas  of  the 
Corporate  Information  Management  (CIH)  effort  for  Depot 
Maintenance  and  Supply  Management* 

The  JLSC  mission  requires  that  it  take  a  central  role  in 
the  logistics  functional  area*  The  JLSC  will  facilitate,  in  ^ 
conjunction  with  the  functional  camiounities,  the  identification 
of  corporate  business  process  improvements,  and  the  appropriate 
application  of  Automated  Information  Systems  (A15)  and  related 
technologies  to  maximize  operational  effectiveness  and  achieve 
cost  savings.  The  JLSC  will  amplcy  data  standardization  to 
support  corporate  logistics  systems  design,  development, 
integration,  implementation  and  maintenance. 

The  trial  balance  reports  are  manually  prepared  at  645 
ABW/FM,  Wright  Patterson  AFB,  Ohio  for  the  OLSC.  The 
accompamying  consolidated  financial  statements  of  the  JLSC 
include  the  fund  balance  with  Treasury  of  $(243,954,744). 

The  Defense  Finance  and  Accounting  Service  -  Denver  Center 
uses  the  Departmental  OnLine  Accounting  and  Reporting  System 
(DOIiARS)  to  consolidate  and  prepare  JLSC*s  financial  reports. 
DOLARS  uses  an  Air  Force  unique  general  ledger  structure. 


These  Notes  to  the  Financial  Statements  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmittal 
memorandum,  dated  March *4,  1994,  for  additional  information. 

Page  1 
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B.  Accounting  Standard* t 

The  financial  statements  are  presented  in  accordance  with 
the  accounting  principles  and  reporting  standards  contained  in 
the  Department  of  Defense  (DoD)  Accounting  Manual  (DoD 
7220. 9-M).  The  following  are  areas  in  which  JLSC  does  not 
currently  comply  with  existing  DoD  accounting  standards: 

(1)  Chart  of  Accounts.  JLSC  has  not  implemented  the 
standard  DoD  General  Ledger  chart  of  accounts. 

(2)  General  Ledger.  JLSC  has  not  implemented  a  true 
transactions  driven  general  lodger  system  to  provide  a 
consolidated  source  of  financial  management  Information  for 
either  management  or  financial  statement  purposes. 

C.  Basis  of  Aoeountingi 

Transactions  are  recorded  on  the  accrual  basis  of 
accounting  as  required  by  the  DoD  Accounting  Manual.  Under  the 
accrual  basis ^  revenues  are  recognized  when  earned  and  expenses 
are  recognized  when  a  liability  Is  incurred  #  without  regard  to 
receipt  for  payment  of  cash.  All  interfund  balances  and 
transactions  have  been  eliminated. 

Presently,  JLSC  funds  are  accounted  for  as  a, DoD  corporate 
fund  using  an  Air  Force  stock  fund  chart  of  accounts.  However, 
JLSC  does  not  sell  merchandise  as  do  stock  fund  business 
activities.  The  JLSC *8  cost  will  not  be  recouped  to  the 
Defense  Business  Operations  Fund  (DBOP)  until  software  projects 
managed  by  the  JLSC  are  turned  over  to  the  components  and 
depreciation  of  these  system  commences. 

D.  Business  Area  Policy  and  Procedures  t 

Operations  of  the  business  areas  are  based  on  the  policies 
and  procedures  that  have  been  in  effect  for  the  stock  and 
industrial  funds.  However,  a  number  of  management,  accounting, 
policy,  and  procedural  changes  were  implemented.  These 
includes 

(1)  Under  a  new  policy,  business  budgets  are  segregated 
into  operating  and  capital  budgets.  Any  investment  in 


These  Notes  to  the  Financial  Statements  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmxttal 
memorandum,  dated  March  4,  1994,  for  additional  information. 

Page  2 
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equipment,  software,  minor  construction,  and  other  management 
improvements  costing  more  than  $15,000  will  be  funded  through 
the  capital  budget  and  depreciated  over  its  relevant  life 
cycle* 

(2)  The  JIiSC  sets  its  pricing  rates  based  on  full  cost 
recovery.  This  ensures  that  cost  reductions  made  by  JLSC  will 
be  passed  along  to  customers.  Prices  are  not  chemged  during 
the  year  of  execution. 

(3)  Under  the  auspices  of  DoD  and  the  federal  government, 
the  JLSC  Interacts  with  and  is  dependent  on  the  financial 
activities  of  the  federal  government  as  a  whole.  Therefore, 
these  financial  statements  do  not  reflect  the  results  of  all 
financial  decisions  applicable  to  the  JLSC  as  though  it  were  a 
stand-alone  entity. 

X.  Revenues  and  Other  Pinancing  Sources!  The  JLSC  received  a 
total  FY  92  Annual  Operating  Budget  of  $425,300,000.  The 
operating  budget  is  $21,200,000  and  the  capital  budget  is 
$404,100,000.  The  operating  budget  was  received  in  two  parts. 
The  first  $10,100,000  was  received  from  the  Uniformed  Services 
and  the  Defense  Logistics  Agency  (DLA)  as  reimbursable  Military 
Interservice  Purchase  Revests  (HXPRs)  for  initial  start-up 
costs,  on  a  one  time  basis  only.  Accounting  for  the 
reimbursable  portion  is  in  keeping  with  guidance  from  DoD(C), 
memorandum  dated  February  25,  1992.  The  entire  $10,100,000  was 
cos^letely  billed  to  the  Uniform  Services  and  DLA  as  of  June 
1993.  All  subsequent  funding  for  the  operating  budget  and  the 
capital  budget  was  provided  to  the  JLSC  in  obligation  authority 
from  the  DBOF  corpus.  In  FY  93,  the  JLSC  received  $37,100,000 
in  operating  budget  authority  a^  $302,400,000  in  capital 
budget  authority. 

F.  Accounting  for  Xntra-govenunental  Activities s  Reference 
Mote  B,  and  Mote  26. 

0*  Aoeounts  Receivable:  As  presented  in  the  Consolidated 
Statement  of  Financial  Position,  accounts  receivable  include 
reimbursements  receivable.  During  FY  93,  the  JLSC  had  federal 
accounts  receivable  of  $404,736,  no  non-federal  accounts 
receivable,  and  no  allowances  for  doubtful  accounts.  Reference 
Mote  25* (A). 


These  Notes  to  the  Financial  Statements  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmittal 
memorandum,  dated  March  4,  1994,  for  additional  information. 
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H.  Other  Federal  Financial  Reeourcess  The  FY  92  JLSC  trial 
balance  recorded  $16,364,548  of  capital  expenditures  in 
progress  billings  (reference  line  l.k.{4)  of  the  Statement  of 
Financial  Position).  In  FY  93,  a  Property,  Plant,  &  Equipment 
account  was  established  to  include  all  software  development 
costa.  The  $16,364,548  was  transferred  to  this  account. 
Reference  Rote  X.(I).  The  FY  93  balance  for  line  l*]c.(4)  of 
the  Statement  of  Financial  Position  is  *-*0-*. 

X.  Property  and  Equipmantx  In  FY  93,  a  Property,  Plant,  & 
Equipment  account  was  established  to  include  all  software 
development  cost.  This  account  includes  $16,364,548  of  cost 
incurred  in  FY  92,  and  $250,027,501  of  cost  incurred  in  FY  93. 
Of  the  $250,027,501,  $123,000,000  was  disbursed  in  FY  93. 

J.  Recounts  Payable,  Federals  The  balance  is  $32,895,589. 

The  increase  of  $25,955,543  in  Accounts  Payable  in  FY  93  is  due 
to  the  fact  that  the  JI>SC  was  in  operation  for  a  full  year  in 
FY  93,  and  only  one-half  year  in  FY  92.  Refer  to  line  4.j.(l) 
of  the  Statement  of  Financial  Position,  and  line  6  of  the 
Statement  of  Cash  Flows. 

X.  Comparative  Datas  Comparative  data  are  provided  for  FY  92, 
and  FY  93  to  provide  an  understanding  of  changes  in  financial 
position  and  operations  of  the  JIiSC. 

Note  2.  Fund  Balances  with  Treasury.  Cash,  etc.t 

A.  The  JIiSC  does  not  maintain  cash  in  commercial  bank 
accounts.  All  DBOF  cash  balances  eire  maintained  at  the 
corporate  level,  and  not  at  each  business  level.  Cash  receipts 
and  disbursements  are  processed  by  the  U.S.  Treasury.  The  fund 
balance  with  the  Treasury  is  $(243,954,744).  The  balances  for 
cash  and  foreign  currency  are  -0-. 

B.  Other  Information:  The  negative  fund  balance  results 
because  the  JLSC  disburses  capital  budget  funds  against 
development  projects  which  will  not  be  recouped  to  the  DBOF 
until  software  is  transferred  to  the  Uniformed  Services,  and 
DXiA  and  depreciation  begins. 


These  Rotes  to  the  Financial  Statements  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Fineuice  and  Accounting  Sexrv’ice  -  Denver  Center  transmittal 
memorandum,  dated  March  4,  1994,  for  additional  information. 
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Mote  3>  Other  Monetary  Assets:  There  were  no  transactions  or 
balances  reported. 


Mote  4.  Invegtaetitst  No  transactions  or  balances  reported. 
Mote  5.  Inventories 1  No  transactions  or  balances  reported. 


Mote  6.  Loans  and  X>oan  Guarantees.  Mon^^Federal ?  There  were  no 
transactions  or  balances  reported. 

Mote  7.  Property  Held  for  Salei  There  were  no  transactions  or 
balances  reported. 

Mote  a.  Other  Financial  Resources  -  Mon-Federalt  There  were 
no  transactions  or  balances  reported. 


Mote  9.  Property.  Plant,  and  Equipment.  Meti 


ADP  Software 
Total 


Acquisition 

Value 

$266,392,049 

$266,392,049 


Accumulated 
peor eolation 

000 

000 


Met  Book 
Value 

$266,392,049 

$266,392,049 


ADP  Software  is  not  depreciated  by  JLSC.  It;  is 
depreciated  by  the  agency  acquiring  the  software.  JLSC  does 
not  own  land,  buildings  or  equipment.  See  Motes  1«(H}  and 

Mote  lO.  Other  Mon-Finaneial  Resources  r  There  were  no 
transactions  or  balances  reported. 

pote  11.  iieasest  No  transactions  or  balances  reported. 

Mote  12.  Debt;  The  JLSC  reported  no  debt  liability.  The 
JLSC 'a  proportionate  share  of  public  debt  and  related  expenses 
of  the  federal  government  are  not  included  in  the  financial 
statements.  Debt  incurred  by  the  federal  government  and 
related  interest  are  not  apportioned  to  federal  agencies. 
Consequently,  JLSC’s  financial  statements  do  not  reflect  any 
portion  of  the  public  debt  or  interest  thereon,  nor  do  the 


These  Motes  to  the  Financial  Statements  of  the 
JLSC  auce  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmittal 
memorandumr  dated  March  4,  1994,  for  additional  information. 
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statements  reflect  the  source  of  public  financing. 

Note  13  •_  Other  Funded  Liabilities t  There  were  no  transactions 
or  balances  reported. 

yot?  14 1 _ Pensions  and  other, Actuarial  liiabilitiest  This 

business  area’s  civilian  employees  participate  in  the  Civil 
Service  Retirement  System  (CSRS),  Federal  Employee  Retirement 
System  (FERS)^  and  Thrift  Savings  Plan  (TSP),  while  military 
personnel  are  covered  by  the  Military  Retireunent  System  (MRS). 
Additionally,  employees  and  personnel  covered  by  FEES  and  MRS 
are  also  covered  by  Social  Security.  JLSC  finances  a  portion 
of  pension  benefits  under  these  retirement  systems  but  does  not 
disclose  the  assets  or  actuarial  data  on  the  accumulated  plan 
benefits  or  unfunded  liabilities  of  their  employees.  Reporting 
of  these  amounts  is  the  responsibility  of  the  Office  of 
Personnel  Management  for  CSRS,  FERS,  and  TSP,  and  DoD  for  MRS. 


Note  15.  Other  Unfunded  Liabilities t 
transactions  or  balances  reported. 

Note  IS. _ Fund  Balances: 


There  were  no 


Appro¬ 

Revolving 

Trust 

priated 

gqnda 

Funds 

gqnda 

Total 

Cnexpended 

000 

000 

000 

000 

Appropriations 

Invested  Capital  000 

000 

000 

000 

Cumulative 

Results  of 

Operations 

$(12,510,548) 

000 

000 

$(12,510,548) 

Donations 

000 

000 

000 

000 

Transfers 

000 

000 

000 

000 

Total 

$(12,510,548) 

000 

000 

$(12,510,548) 

JLSC  did  not  report  unexpended  appropriations,  invested 
capital,  donations  or  transfers.  Cumulative  results  of 
operations  for  the  JLSC  fund  represent  the  excess  of  expenses 
over  revenues  since  fund  inception.  JLSC  had  a  cumulative 
results  of  operations  in  FY  92  of  $2,804,372.  This  was  related 


These  Notes  to  the  Financial  Statements  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmittal 
memorandum,  dated  March  4,  1994,  for  additional  information. 
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to  revenue  generated  by  the  receipt  of  $10^100,000  in 
reimbursable  MIPHs  provided  by  the  Uniformed  Services  and  DLA 
as  a  one-time  start-up  cost. 

In  FY  93  and  subsequent  years,  JLSC  will  have  negative 
results  of  operations  due  to  the  nature  of  its  mission.  The 
JXiSC  does  not  provide  goods  or  services  for  which  it  is^ 
routinely  reimbursed*  Rather,  JLSC’s  operating  and  capital 
costs  will  be  reimbursed  to  the  DBOF  when  depreciation 
commences  on  software  projects  managed  by  the  JLSC. 

Hote  17.  Future  Funding  Requirements  i  Ho  transactions  or 
balances  reported. 

Note  18.  Taxes!  Ho  transactions  or  balances  reported. 

Hote  19.  Other  Revenue  and  Financing  Sources  >  Ho  transactions 
or  balances  reported. 

Hote  20  >  Program  Operating  Expenses «  Ho  transactions  or 
balances  reported. 

Hote  21.  Cost  oi  floods  Soldt 

A.  Cost  of  Services  Sold 


(1)  Begizming  Work-in-Process  000 

(2)  Plus:  Operating  Expenses  $29,637,640 

(3)  Minus t  Ending  Work-in-Process  000 

(41  Minus s  Con^leted  Work  for  Activity 

Retention  000 

Cost  of  Services  Sold  $29,637,640 


B.  This  is  an  increase  of  $22,342,012  over  FY  92's  total  of 
$7,295,628.  The  reason  for  this  increase  is  that  the  JLSC  was 
in  existence  for  only  one-half  year  in  FY  92  and  for  an  entire 
year  in  FY  93.  Since  the  JLSC  was  not  established  until  Heorch 
1992,  FY  92  personnel  and  administrative  costs  were  very  low 
because  few  employees  were  on  board  initially.  These  costs 
increased  in  FY  93  as  additional  staff  was  brought  on  board. 

Hote  22.  Other  Expenses i  There  were  no  transactions  or 
balances  reported. 


These  Notes  to  the  Financial  Statements  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmittal 
memorandum,  dated  March  4,  1994,  for  additional  information. 
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Mote  23.  extraordinary  ItwntB  and  Prior  Period  ad^UBtnentBi. 
There  were  no  adjustinents  xn&de  to  the  finencial  atateznents  • 

Note  24,  Tranafers  /and  Donations Equity  transfers  amounted 
to  $14,287,287* 

Mote  25  e  Other  Statement  of  Pliiancial_PQa-ition-Woteg,? 

A*  The  Accounts  Receivable,  Federal,  balance  as  of 
September  30,  1993  is  $404,736;  a  decrease  $7,262,421  FY 

92.  The  $404,736  represents  the  outstanding  portion  of  the 
$10,100,000  received  from  the  Onifonnod  Services  and  OLA  as 
start-up  cost  for  the  JLSC  in  FY  92.  The  JLSC  had  no 
additional  accounts  receivables  in  FY  93. 

B.  The  Accrued  Payroll  and  Benefits  balance  of  $2,457,000  is 
for  compensation  for  military  personnel  assigned  to  the  JLSC. 

Wote  26.  Other  Statement  of  Operations  yptest  Revenues  of 
$35,434  reflected  in  the  Sales  of  Goods,  Intragovemmental ,  are 
a  duplicate  payment  received  from  OLA  on  its  share  of  the 
$10,100,000  in  FY  92  start-up  costs  for  JLSC*  The  error  is  not 
material  enough  to  amend  the  FY  93  financial  statement^;  this 
error  will  be  corrected  in  FY  94* 

Wot.  27.  St.tMii.tit  ef  and  Afltwal .  gxp*a**.-HQf 

A.  ReaourceBt  The  balance  of  $457,874,408  is  in  agreement 
with  the  September  30,  1993  DO  Fozn  1176,  line  3. 

B.  Obligations*  The  balance  of  $440,179,374  is  in  agreement 
with  the  September  30,  1993  DD  Form  1176,  line  7. 

C.  Expended  Appropriations,  Direct*  The  balance  of 
$282,086,708  is  in  agreement  with  the  DD  Form  1176,  line  16. 


These  Notes  to  the  Financial  Stat6®flhts  of  the 
JLSC  are  an  integral  part  of  the  statements.  See  Defense 
Finance  and  Accounting  Service  -  Denver  Center  transmittal 
laemorandum,  dated  March  4,  1994,  for  additional  information. 
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